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THE  MUSLIM  WORLD  AND  THE  CHANGING  GLOBAL  ENVIRONMENT 
By  Anak  Agung  Banyu  Perwita 

This  article  delineates  the  changing  global  political  environment  in  the  post  Cold  War  era 
and  the  (re)  emergence  of  Islam  as  significant  political  force  in  world  affairs.  These  two 
linked  developments  have  produced  misperceptions  between  the  Western  world  and  the 
Muslim  world.  It  has  also  even  provided  new  arena  for  a  (potential)  conflict  between  the  two 
worlds.  Therefore,  it  is  more  than  a  necessary  for  the  world  to  have  a  constructive  political 
dialogue  between  the  two  poles  in  order  to  creating  a  virtual  new  order  instead  of  producing 
new  political  and  even  military  enmity  between  the  West  and  the  Muslim  world. 

GLOBALIZATION,  RE-STRUCTURE  AND  POLITICAL  STABILITY:  A  VIEW  FROM 
JAKARTA 

By  Landry  Haryo  Subianto 

This  article  looks  at  the  nature  of  globalization,  and  possible  relationship  between  global- 
ization and  its  domestic  impacts,  and  the  political  stability.  On  the  nature  of  globalization, 
it  is  observed  that  there  is  no  agreement  yet  on  what  constitutes  globalization.  But  it  must 
be  admitted  that  globalization  provides  some  threats  and  opportunities,  it  also  poses  exigency 
to  all  countries  to  adjust  their  domestic  life  more  compatible  to  the  global  benchmarks. 
This  adjustment  process  is  in  the  form  of  restructure  in  their  political,  economic  and  social 
life.  The  real  question  is  whether  restructuring  posed  by  globalization  really  affects  (political) 
stability?  To  answer  this  question,  one  must  take  into  account  the  fact  that  political  stability 
of  a  state  is  determined  by  many  inter-related  factors  both  domestically  and  internationally. 
Both  the  success  and  failure  of  a  restructuring  process  will  definitely  affect  national  stability 
in  many  ways. 
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ASEAN  AND  THE  FUTURE  OF  SOUTHEAST  ASIAN  REGIONALISM 
By  Lezsek  Buszynski 

The  article  examines  ASEAN  evolution  and  development  in  terms  of  a  shift  from  security  to 
economic  regionalism  and  the  conflict  between  the  exclusiveness  of  Southeast  Asian  re- 
gionalism and  the  inclusiveness  of  economic  regionalism.  ASEAN  began  as  an  exclusive 
Southeast  Asian  regional  organisation  which  was  limited  to  a  specific  region.  Once  ASEAN 
assumed  economic  and  financial  functions  as  a  response  to  the  challenge  of  China  and  the 
financial  crisis  this  clash  became  apparent.  These  economic  and  financial  functions  could 
be  better  undertaken  by  an  economic  regionalism  that  includes  China  and  Japan  or  by  global 
trade  regimes.  The  article  concludes  that  unless  ASEAN  responds  to  the  challenge  of  eco- 
nomic regionalism  it  may  be  supplanted  by  a  wider  form  of  regionalism. 

THE  INDONESIAN  ELECTRONICS  INDUSTRY:  DUAL  OR  SEGMENTED? 
By  Peter  Gammeltoft 

This  article  reports  from  an  analysis  of  development  of  "technological  capability"  in  the 
Indonesian  electronic  industry.  This  analysis  suggests  that  the  Indonesian  electronics  industry 
is  better  characterised  as  being  segemented  than  dual.  Furthermore,  segmentation  is  manifest 
at  several  levels:  at  the  industrial  level,  in  the  innovation  system  and  in  state  and  in  state 
and  society.  The  articles  also  identifies  and  characterises  a  larger  number  of  distinct  and 
qualitatively  different  company  types  than  is  normaly  recognized.  In  terms  of  the  different 
ways  in  which  capabilities  are  developed,  six  different  "development  models"  are  identified. 
Finally,  a  number  of  policy  recommendation  are  derived  from  these  findings. 
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The  Impact  of  September  11  on  the  Politics, 
Economies  and  Security  of  ASEAN* 

Jose  T.  Almonte 


INTRODUCTION 

WHILE  the  New  Mega-Terrorism 
threathens  the  United  States  and 
the  other  rich  countries  most 
directly,  it  has  inflicted  the  worst  collateral 
damage  on  the  outward-looking  economies 
of  the  developing  world.  In  ASEAN  the 
states  with  the  highest  export-to-GDP  ratios 
-Singapore,  Malaysia  and  Thailand-  are  being 
hit  the  hardest  by  the  destruction  of  con- 
sumer and  investor  confidence  worldwide. 

Singapore's  economy,  for  instance,  is  ex- 
pected to  shrink  by  3%  this  year,  after  ex- 
panding  by  10%  last  year.  Totally  dependent 
on  foreign  trade,  the  city-state  is  seeing  de- 
mand collapse  not  only  in  its  rich  western 
markets  but  also  in  Malaysia  and  Indonesia, 
its  historical  hinterlands.  For  the  Philippines, 


*Given  before  the  ASEAN  Solidarity  Network 
Meeting,  organized  by  the  Insitute  for  Solidarity 
in  Asia,  Makati  City,  16  November  2001. 


the  Asian  Development  Bank  has  just 
lowered  its  growth  forecasts  -  from  3.1%  to 
2.7%  GDP  this  year;  and  from  4,2%  to  3% 
in  2002. 

September  1 1  's  political  effects  on  the 
region  have  been  more  moderate.  Like 
Muslim  communities  everywhere,  ASEAN's 
Muslim  population  -the  largest  in  the  world- 
view  the  attacks  on  Afghanistan  with  con- 
cern, even  when  they  agree  with  their  ne- 
cessity. But  they  have  shunned  Islamist  calls 
for  Southeast  Asian  jihad.  Even  in  Indonesia, 
anti-American  demonstrations  have  been 
subdued  and  sparsely  attended.  Clearly, 
Southeast  Asian  Muslims  do  not  regard  their 
direct  interests  as  engaged  in  the  Afghan- 
istan conflict. 

Terrorists  certainly  do  not  really  need 
mass  support:  all  they  need  to  do  is  to  rad- 
ical I  ize  a  few  fellow-believers.  This  is  why 
expatriate  executive  now  apparently  rate  the 
risk  of  social  unrest  in  Indonesia  and  Singa- 
pore as  significantly  higher. 
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In  the  larger  East  Asian  region,  the  se- 
curity picture  has  in  some  ways  improved. 
September  1 1  may  not  have  signaled  a  return 
to  the  multilateral  world.  But  it  seems  to 
have  taught  Republican  Washington  that  uni- 
lateral action  is  not  always  possible  -  even 
for  the  world's  only  superpower. 

By  showing  how  easily  terrorism  can 
overleap  frontiers  and  the  sovereign  control 
of  any  single  country,  al  Qaeda  has  taught 
the  region's  governments  how  much  na- 
tional security  nowadays  depends  on  exten- 
sive cooperation  among  states.  This  is  why 
all  of  East  Asian  states  -including  China- 
have  declared  their  support  for  the  anti- 
terrorist  coalition  the  U.S.  has  organized. 

Another  welcome  byproduct  of  Septem- 
ber 11  is  Japan's  low-profile  emergence  into 
the  regional  securityjaicture.  In  the  context 
of  the  post-September  11  call-to-arms  by 
Washington,  the  Diet's  liberal  interpretation 
of  the  1949  'no-war'  constitution  has  en- 
abled Tokyo  to  show  the  flag  in  Middle 
Eastern  waters. 


AN  ECONOMIC  ENVIRONMENT  OF 
GREAT  UNCERTAINTY 

The  terrorist  attacks  and  their  consequ- 
ences have  worsened  the  global  economic 
slowdown  already  palpable  months  before 
September.  The  down-turn  has  become 
deeper;  more  wide-spread  among  the  lead 
economies  -  and  more  persistent.  Trade  has 
been  disrupted.  Risk-averse  investors  have 
raised  the  cost  of  access  to  capital  markets 
for  the  poorer  countries.  The  entire  eco- 
nomic environment  has  become  one  of 


great  uncertainty.  And  even  the  experts  can 
hardly  see  when  the  recovery  will  begin. 

J. P.  Morgan  Chase  estimates  global 
growth  will  barely  exceed  1%  this  year  and 
the  next  -  the  lowest  in  20  years.  Ironically 
those  countries  that  have  so  far  resisted 
full  integration  in  the  world  economy  are 
surviving  rather  better  -  a  telling  argument 
against  globalization. 

The  Asian  Development  Bank  has  re- 
duced its  forecasts  of  GDP  growth  for  2001 
among  Asia's  developing  nations  from  5.3% 
in  April  to  3.4%  in  November.  Last  year  the 
region  grew  by  an  actual  7%.  The  Bank  also 
says  that  Asia's  downturn  will  be  sharper  if 
the  Afghanistan  conflict  protracted  -if  Japan's 
recession  gets  deeper-  or  if  America's  recovery 
is  delayed.  Even  under  the  most  optimistic 
scenario,  global  recovery  seems  unlikely  be- 
fore the  middle  of  2002. 

The  Emergence  of  China 

Given  the  downturn  in  ASEAN's  trad- 
itional markets,  China  is  emerging  as  an 
engine  of  growth  for  the  region.  China's  for- 
eign trade  has  quintupled  over  the  last  20 
years.  The  country  has  become  the  world's 
biggest  producer  of  labor-intensive  manu- 
facturing goods.  Cheap  Chinese  exports  like 
clothes  and  motor  cycles  are  already  over- 
powering domestic  manufacturing  in  Viet- 
nam and  Indonesia. 

In  1999,  China  attracted  42%  of  all  the 
FDI  (foreign  direct  investment)  flowing  into 
Asia.  ASEAN  drew  only  170%  (the  lowest 
leven  since  the  early  1990s).  The  only  long- 
term  salvation  for  China's  competitors  is  to 
move  up  the  high-technology  ladder  -  ahead 
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of  China's  lower-cost  manufacturing.  The 
"ASEAN  plus  Three"  formula  Southeast 
Asian  statesmen  propose  should  enable  the 
ASEAN  economies  to  complement  the 
North  Asian  ones  -  instead  of  competing 
with  them. 

At  the  recent  Brunei  Summit,  ASEAN 
and  China  agreed  to  form  the  world's 
largest  free-trade  area  in  5-10  years'  time. 
They  will  have  a  market  of  close  to  two 
billion  people,  a  combined  GNP  in  2000 
of  almost  $1.7  trillion,  and  total  external 
trade  value  of  nearly  $1.3  trillion.  Such  a 
combination  should  prove  irressistible  to 
Japan  and  the  two  Koreas. 


POLITICAL  OVERVIEW 

Islam  was  brought  to  Southeast  Asia, 
beginning  in  the  eleventh  century,  not  by 
Arab  warriors  but  by  Arab  traders.  And  the 
type  of  Islam  they  brought  was  Sufism  - 
a  quietist  and  mystical  variety  of  the  orthodox 
Sunni.  Through  Sufism,  which  is  based  on 
personal  piety,  Southeast  Asian  Islam  was 
able  to  absorb  religious  beliefs  and  pract- 
ices non-Islamic  in  origin  but  rooted  in  the 
culture  of  converts. 

In  recent  times,  even  Southeast  Asia's 
adaptable  Muslims  have  been  caught  up  in 
the  political  Islamism  being  exported  from 
the  Middle  East.  Religious  schools  increas- 
ingly propagate  a  conservative  kind  of 
Islam.  And  Filipino,  Indonesian,  and  Malay- 
sian volunteers  are  known  to  have  fought  in 
the  Afghanistan  war  -recruited  from  Islamist 
separatist  groups  in  Mindanao-Sulu,  Aceh 
in  Sumatra,  and  the  Malaysia-Thailand  bor- 


der- some  of  them,  ironically  enough,  by  the 
CIA  and  others  by  networks  like  those  of 
Osama  bin  Laden. 

Nowadays  Southeast  Asian  governments 
are  trying  to  soothe  these  separatist  rebel- 
lions with  grants  of  autonomy.  For  instance, 
the  special  autonomy  Jakarta  is  offering 
Aceh  Province  -where  an  increasingly  bloodly 
rebellion  has  raged  since  1953-  will  redis- 
tribute in  the  local  government's  favor  re- 
venues from  Aceh's  oil-and-natural-gas  re- 
sources -  for  fifths  of  which  the  central  gov- 
ernment used  to  appropriate. 

A  peace  agreements  the  Ramos  Govern- 
ment signed  in  1996  with  the  secular  MNLF 
(Moro  National  Liberation  Front)  still  holds; 
and  the  Arroyo  Administration  is  about  to 
conclude  one  with  the  Islamist  MILF  (Moro 
.Islamic  Liberation  Front).  An  MILF  faction 
founded  by  an  Afghan  War  veteran  -the  Abu 
Sayyaf-  has  degenerated  into  an  outright 
kidnap-for-ransom  gang. 

As  elsewhere  in  the  world,  Southeast 
Asian  conflicts  which  are  articulated  in  re- 
ligious or  ethnic  terms  are  often  really  about 
land,  economic  rights,  or  the  political  con- 
trol of  territory  (and  consequent  access  to 
its  resources).  This  is  as  true  of  Aceh  and 
the  vicious  fighting  in  the  Moluccas  as  it 
is  of  separatism  in  the  Southern  Philippines. 
Local  "Muslim"  rebellions  and  disturbances 
are  related  to  extra-regional  movements  only 
in  an  opportunistic  way,  if  they  are  related 
at  all. 

And,  as  elsewhere,  local  resentments 
and  frustrations  against  the  dominant  in- 
ternational culture  are  being  expressed  un- 
der the  rubric  of  "anti-Americanism."  In 
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Southeast  Asia,  as  elsewhere,  America  has 
willy-nilly  become  the  surrogate  of  all  the 
western  powers  whose  colonialist  impact  on 
the  non-western  world  has  been  so  great 
over  these  last  150  years. 

The  Stronger  Hands  of  Governments 

At  least  for  the  moment,  the  anxieties 
raised  by  September  1 1  and  its  aftermath 
have  strengthened  the  hands  of  govern- 
ments in  Malaysia  and  Singapore.  In  KL, 
Prime  Minister  Mahathir's  political  standing 
has  been  strengthened  -and  the  Islamist  op- 
position party,  PAS,  weakened-  by  the  popu- 
lar reaction  to  the  September  1 1  attacks. 
Singaporeans,  seeking  political  stability, 
have  just  given  the  ruling  PAP  a  higher 
margin  than  usual  in  elections  called  10 
months  early.  < 

In  both  Indonesia  and  Malaysia,  govern- 
ments trying  to  balance  their  own  secular- 
ist ideologies  with  a  care  for  their  Muslim 
constituencies  have  denounced  the  Amer- 
ican air  strikes  ritually.  The  ASEAN  Declarat- 
ion on  Combating  International  Terrorism 
issued  from  Brune'h  -while  expressing  the 
association's  concern  over  "the  pernicious 
effects  of  terrorism  on  international  peace 
and  security,  regional  stability  and  de- 
velopment"- makes  no  mention  of  the  anti- 
terrorist  coalition's  attacks  on  Afghanistan. 

On  Manila's  initiative,  Indonesia,  Ma- 
laysia, and  the  Philippines  are  negotiating 
a  pact  that  would  commit  them  to  sharing 
intelligence  on  terrorist  activities,  keeping 
tighter  control  of  their  frontiers  to  stop  the 
flow  of  weapons,  and  undertaking  joint 


peace-keeping.  There  is  evidence  of  coop- 
eration among  Islamists  from  the  three  coun- 
tries. 

Singapore's  Worsened  Economic  Crisis 

As  a  Chinese  island  in  a  potentially  tur- 
bulent Malay  ocean,  Singapore's  rating  for 
social  stability  has  deteriorated  in  the  wake 
of  September  1 1 .  Expatriate  executives  now 
apparently  rank  the  risk  of  social  unrest 
in  Singapore  as  second  only  to  that  in  In- 
donesia. 

Premier  Coh  has  warned  that  Singapore 
"might  never  return  to  the  heady  growth  of 
the  last  three  decades."  Meanwhile,  Lee 
Kuan  Yew  has  sounded  the  call  to  remake 
Singapore  over  the  next  10  to  20  years 
-by  restructuring  the  economy  and  changing 
its  development  strategy.  But  remaking 
Singapore  must  include  reducing  the  PAP 
state's  pervasive  role  in  the  economy.  This 
seems  the  only  way  to  stimulate  Singapo- 
rean innovativeness,  which  the  PAP's 
"nanny  state"  has  stifled  these  last  40 
years  through  its  uniquely  successful  kind 
of  state  capitalism. 

THE  SECURITY  PICTURE  AFTER 
SEPTEMBER  11 

Ironically,  September  11  has  set  off  wel- 
come shifts  in  East  Asia's  security  politics. 
Republican  Washington  has  made  rap- 
prochement with  Beijing  a  high-priority 
goal:  China  shares  a  border  with  Afghan- 
istan and  has  its  own  restive  Muslim  minority 
in  Xinjiang  Province.  Thus  President  Bush 
has  redefined  the  campaign-period  "stra- 
tegic competitor"  label  he  stuck  on  Beijing 
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as  a  "constructive,  cooperative,  and  candid 
relationship  with  China." 

Just  as  significant  was  Russia's  restraint 
in  the  face  of  the  American  military  alert 
called  in  the  wake  of  the  September  11  at- 
tacks. In  fact  Presidents  Putin  and  Bush 
have  apparently  made  some  progress  to- 
ward drawing  up  a  new  strategic  framework 
for  their  relationship. 

In  the  larger  global  arena,  the  United  Na- 
tions is  likely  to  have  a  larger  role  in  global 
affairs  from  now  on.  Although  Chinese- 
American  relations  have  improved  -at  least 
for  the  time  being-  Washington  strategists 
still  regard  China  as  clearly  America's  fore- 
most military  competitor  in  East  Asia,  as 
the  power  from  whom  the  next  challenge  to 
U.S.  hegemony  is  most  likely  to  come. 

The  Pentagon's  most  recent  Quadren- 
nial Defense  Review  (September  30)  specific- 
ally divides  East  Asia  into  Northeast  Asia 
Gapan  and  Korea)  and  the  littoral  states  (be- 
tween Japan  and  India)  as  areas  of  endur- 
ing national  interest  to  the  United  States 
-  regions  it  cannot  allow  a  hostile  power  to 
dominate. 

To  prevent  this  from  happening,  "se- 
curity cooperation"  with  Asian  allies  has 
become  a  key  U.S.  defense  strategy.  This 
concept  is  broken  down  into  two  program- 
matic goals.  The  first  is  to  ensure  access  to 
East  Asian  bases  of  U.S.  forces  and  their 
interoperability  with  friendly  forces  to 
ensure  that  maritime  Asia  (as  distinct  from 
mainland  Asia,  where  Chinese  dominance 
is  conceded)  stays  in  friendly  hands.  The 
other  is  to  ensure  that  the  continental- 
maritime  military  balance  is  preserved. 


A  potentially  significant  change  in  the 
East  Asian  security  picture  brought  about 
by  September  1 1  is  Japan's  emergence  as 
an  American  military  ally  well  beyond  Ja- 
panese waters.  The  emotional  impact  of  the 
September  1 1  attacks  inhibited  both  China 
and  the  two  Koreas  from  objecting  too 
strenuously  to  Japan's  showing  the  flag  in 
the  Middle  East,  in  the  form  of  warships 
that  joined  the  anti-terrorist  coalition's  fleet 
in  the  Arabian  Gulf.  Tokyo  can  now  invoke 
this  precedent  for  its  military's  taking  part 
in  future  allied  ventures  closer  to  home  - 
for  instance,  in  the  event  of  a  crisis  in  the 
Taiwan  Straits  or  the  South  China  Sea. 

The  Inequities  of  the  Global  Order 

Like  other  poor  countries  sympathetic  to 
the  anti-terrorist  coalition's  cause,  people 
in  the  Philippines  believe  that  the  global 
community  must  look  beyond  the  war  on 
terrorism  -  and  deal  once  and  for  all  with 
the  inequities  that  remain  in  the  global 
order.  Because  it  is  on  the  redressing  of 
these  inequities  that  the  long-term  security 
of  all  our  countries  depend. 

For  instance,  though  world  trade  has 
risen  faster  than  world  GDP,  the  poor  coun- 
tries' proportionate  share  of  it  has  de- 
clined -  partly  because  of  continuing  pro- 
tectionism in  the  rich  economies.  The 
global  coalition  must  do  all  it  can  to  re- 
move poverty  as  a  source  of  conflict  - 
by  helping  the  world's  poorest  peoples  take 
part  in  humankind's  adventure  of  develop- 
ment. 

It  is  the  cultural  problems  of  globaliza- 
tion which  may  prove  the  most  intract- 
able. Islamism  is  only  one  manifestation  of 
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the  anti-modernist  religious  rebellion  against 
the  secularism  of  modern  life  and  the  con- 
sumerism being  promoted  by  the  domin- 
ant international  culture. 

The  religious  rebellion  against  secularism 
is  most  intense  in  the  Muslim  world,  but  it 
is  not  confined  there.  Large  portions  of 
the  globe  -pentecostal  Christian  heresies  no 
less  than  Hindus  and  Buddhists-  reject  the 
secularist  ideology,  which  they  regard  as 
empty  of  moral  or  spiritual  values. 

Conflict  in  Any  Part  of  the  World 

All  our  countries  are  beginning  to  real- 
ize how  precarious  the  process  of  global- 
ization is  and  how  easily  it  can  be  rolled 
back  by  cultural  resentments  and  grievan- 
ces -real  or  imagined-  over  economic  exploit- 
ation, political  oppression,  and  social  in- 
justice. 

The  basic  lesson  from  the  terrorist 
attacks  is  that  the  global  community  cannot 
allow  conflict  in  any  one  part  of  the  world 
to  fester  -  because  it  will,  sooner  or  later, 
generate  dangerous  complications  elsewhere. 

Obviously  the  global  community  must 
engage  itself  in  the  Middle  East  peace  pro- 
cess, in  Kashmir,  and  in  the  bitter  civil  war 
in  Sri  Lanka.  In  all  of  these  places,  the 
warring  sides  must  be  helped  in  breaking 
the  cycle  of  violence  in  which  they  are 
caught.  The  global  community's  campaign 
against  terrorism  alone  is  liable  to  be  a 
war  of  decades.  Instead  of  being  swift 
and  surgical,  it  is  likely  to  be  protracted, 
complex  and  messy. 


Should  we  have  to  deal  with  the  basic 
grievances  of  the  religious  cultures,  we  will 
need  a  great  deal  of  humility  and  patience. 
The  secular  state  -as  we  know-  is  the  best 
suited  to  our  time,  because  of  its  ability 
to  tolerate  dissent  -  the  freedom  of  expres- 
sion it  allows,  and  its  respect  for  human 
rights. 

Nevertheless,  we  should  also  recognize 
that  the  secular  state  has  not  lived  up  en- 
tirely to  its  own  promises  of  political  free- 
dom, economic  prosperity,  and  social  jus- 
tice. We  must  also  recognize  how  empty 
public  lite  can  be  without  a  moral  purpose, 
and  how  rootless  society  can  be  without 
some  transcendent  foundation. 

We  also  know  that  terrorism  -even  on  the 
global  scale  Osama  bin  Laden  envisions- 
is  a  dead-end  response  to  the  challenges 
globalization  presents  to  all  our  countries. 
However,  if  we  are  to  discover  the  correct 
response,  we  must  first  recognize  how 
much  we  ourselves  have  lost  from  the  de- 
consecration of  man's  life. 

British  Prime  Minister  Tony  Blair  has  cor- 
rectly identified  what  the  global  coalition 
must  do  -  if  it  is  to  win  a  lasting  victory  for 
humankind  in  its  venture  in  Afghanistan.  If 
globalization  works  only  for  the  benefit  of 
the  few,  then  it  will  fail  and  will  deserve  to 
fail.  But  if  we  use  the  power  of  community 
to  combine  globalization  with  justice  -so 
that  it  will  work  for  the  many-  then  global- 
ization will  be  a  force  for  good  and  an 
international  movement  the  democracies 
should  take  pride  in  leading. 
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APECs  Messages  and  Implications  for  Rl* 

Mari  Pangestu 


ANOTHER  APEC  year  has  passed. 
The  meeting  served  up  the  usual 
APEC  fare  of  improving  the  pro- 
cesses and  mechanisms  to  clarify  the  road 
map  to  reach  the  Bogor  goal  of  free  trade 
and  investment  by  2010/2020.  The  actions 
to  be  taken  include  an  agreement  to 
broaden  and  update  the  Osaka  Action 
Agenda  in  keeping  with  the  changing  cond- 
itions, and  the  pathfinder  approach  which 
allows  economies  ready  to  move  ahead 
on  APEC  initiatives  to  do  so  ahead  of  others. 

There  were  also  improved  actions 
for  strengthening  implementation  mech- 
anism, including  strengthening  the  peer  re- 
view of  individual  action  plans  of  members 
and  strengthening  capacity  building  with 
the  human  capacity  building  initiative  for 
the  new  economy. 

This  focus  on  getting  the  APEC  basics 
back  on  track  is  an  important  achievement, 
and  should  be  recognized  as  it  has  been 
overshadowed  'by  the  larger  picture  of 
crafting  an  APEC  response  to  the  Sept.  1 1 
events.  Of  course  we  will  have  to  wait 
and  see  whether  the  implementation  of 
this  traditional  fare  of  the  Asia  Pacific  Eco- 
nomic Cooperation  forum  will  be  realized 
in  the  Mexican  and  Thailand  years  of 
2002-2003. 


The  significance  of  the  Shanghai  year 
will  however,  be  remembered  because 
it  was  the  first  occasion  where  such  a 
large  number,  of  world  leaders  gathered 
after  the  Sept.  1 1  terrorist  attacks. 

APEC  is  an  economic  cooperation 
forum  and  the  first  basic  question  that 
arose  in  crafting,  an  APEC  response  in 
such  difficult  times  is  whether  APEC  should 
be  responding  to  a  political  and  security 
issue. 

There  are  at  least  two  important  prece- 
dents where  the  meeting  has  played  a  sign- 
ificant role  in  regional  security.  First  was 
when  the  U.S.  and  Chinese  leaders  met  in 
1993  in  Seattle  for  the  first  time  after  the 
Tiananmen  massacre,  and  second,  when 
leaders  in'  New  Zealand  in  1999  discussed 
the  United  Nations  deployment  to  East 
Timor.  However,  what  the  U.S.  wanted  this 
time  was  a  strong  call  to  counter  terrorism 
as  an  official  APEC  statement.  Of  course 
it  would  have  been  remiss  if  a  meeting  of 
such  stature  and  with  so  many  leaders 
from  the  world  meeting  did  not  say  any- 
thing. 

Furthermore,  the  response  to  terrorism 
and  its  aftermath  need  to  be  on  all  fronts: 
Economic,  political,  security  and  confid- 
ence building,  and  that  all  these  aspects 
are  interrelated. 


♦This  article  was  first  appeared  in 
The  Jakarta  Post,  24  October  2001. 


Therefore,  APEC  as  a  forum  where 
leaders  meet  is  a  place  to  make  a  statement 
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and  craft  out  the  actions,  which  are  in  line 
with  the  APEC  process.  The  outcome  was 
as  expected.  Leaders,  within  their  Leaders 
Statement,  condemned  strongly  the  "mur- 
derous" acts,  but  also  as  expected  fell 
short  of  endorsing  the  US  military  response, 
as  it  is  clear  that  a  number  of  countries,  in- 
cluding Indonesia,  did  not  condone  such 
a  response.  The  statement  also  said  that 
the  United  Nations  should  play  a  major  role 
in  coordinating  an  international  response. 
This  general  statement  coming  out  of  the 
leaders'  declaration  is  the  balanced  ap- 
proach that  is  in  line  with  what  China 
and  Russia,  as  well  as  the  Islamic  nations 
of  Indonesia,  Malaysia  and  Brunei,  wanted. 

The  specific  APEC  actions  to  counter 
terrorism  was  covered  in  a  separate  annex 
and  relate  to  actions  that  pertain  to  the  sub 
stance  of  APEC  economic  cooperation,  and 
some  of  these  actions  have  already  started 
in  APEC  working  groups.  They  include 
cooperation  to  collectively  curb  the  flow 
of  funds  to  terrorists,  improve  and  streng- 
then customs  surveillance,  increase  air  and 
maritime  security  and  increase  protection  of 
the  energy,  transport  and  communications 
sectors. 

APEC  would  be  wise  to  stay  true  to 
its  mission  and  essence  of  economic  coop- 
eration and,  not  stray  into  a  security  organ- 
ization which  can  counter  terrorism,  be- 
cause that  is  not  the  original  intention  of 
APEC  and  institutionally  it  would  not  be 
able  to  deal  with  it. 

There  is  in  fact  one  other  angle  of  the 
security  issue,  which  links  to  economic 
effects,  which  we  feel  is  still  missing.  Post 
Sept.  11,  the  issue  of  security  standards  of 
nations  will  be  much  in  question  and  has 
and  will  affect  investment  and  business  de- 
cisions. Economies  who  do  not  comply  to 
acceptable  level  of  security  standards  and 


their  enforcement  thereof,  run  the  risk  of 
economic  isolation.  This  is  particularly  re- 
levant for  Indonesia  whose  investment 
climate  and  confidence  levels  have  been 
very  much  affected  in  recent  weeks. 

Given  that  the  issue  has  profound  eco- 
nomic implications,  there  is  a  role  for  APEC 
to  do  what  it  is  good  at,  which  is  settling 
standards  and  best  practices,  and  cap- 
acity building  for  their  implementation  to 
prevent  further  widening  of  differences  be- 
tween nations  due  to  different  security  stan- 
dards. APEC  also  has  a  role  to  ensure  that 
there  are  coordinated  actions  to  prevent  a 
severe  recession  of  the  world  economy, 
given  that  two  major  economies  the  U.S. 
and  Japan  are  its  members;  and  in  boost- 
ing confidence  by  ensuring  that  the  Doha 
WTO  Ministerial  meeting-in  November 
yields  a  significant  outcome  to  waylay 
fears  of  the  breakdown  of  the  world 
trading  environment.  This  would  be  a 
further  blow  to  an  already  fragile  business 
and  investment  climate. 

Indonesia,  will  benefit  from  positive 
outcomes  of  these  two  approaches  especi- 
ally for  its  exports.  However,  the'  home- 
work is  there  for  Indonesia  to  firstly  eva- 
luate how  it  stimulates  the  domestic  eco- 
nomy, given  the  budgetary  constraints  of 
a  stimulating  fiscal,  policy,  and  limits  of 
monetary  policy  stimulus  when  one  is  com- 
bating inflation  and  still  in  the  midst  of 
restructuring  the  banking  sector  and  cor- 
porate debts.  Secondly  we  need  to  have  an 
integrated  vision  of  economic  development, 
in  Indonesia  and  what  role  trade  is  going 
to  play.  This  will  be  needed  before  we 
can  be  clear  on  what  preparations  and 
anticipations  are  needed  so  that  we  can 
compete  in  the  more  open  market,  and  is 
also  important  to  guide  our  negotiating 
position  in  the  WTO. 
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Ghina-RI  Ties:  Challenges  and  Opportunities* 

Jusuf  Wanandi 


CHINA  is  already  a  big  influence 
in  East  Asia.  If  she  can  overcome 
her  political  and  economic  chal- 
lenges, she  will  become  a  great  power  re- 
gionally and  globally  in  the  next  20  years 
or  so. 

The  strategic  challenges  arising  from 
such  a  development  will  be  great.  Will 
China  be  able  to  adjust  to  her  status  and 
power?  Will  she  become  a  revolutionary 
power  that  wants  to  change  the  interna- 
sional  and  regional  system  and  the  balance 
of  power?  Or  will  she  become  another 
status  quo  power?  Given  this  uncertainty, 
it  would  be  wise  for  East  Asia  to  commit 
China  to  the  web  of  rules  and  institution 
in  the  region. 

In  the  economic  field  China  will  be 
an  immediate  competitor  but  can  be  a 
partner  in  the  medium  term.  Southeast 
Asia  should  study  the  Chinese  economy 
and  its  future  development.  It  should 
prepare  itself  to  adjust  to  this  reality,  and 
restructure  as  well  as  integrate  its  markets 
to  have  a  fighting  chance  in  competing 
with  China.  Its  accession  to  the  World 
Trade  Organization  will  open  up  China's 
market,  and  will  make  the  Chinese  eco- 
nomy more  competitive.  In  any  event,  the 
Association  of  Southeast  Asian  Nations,  in- 
cluding Indonesia,  has  to  pay  more  attention 
to  China's  challenges  and  opportunities. 


*This  article  was  first  appeared  in 
The  Jakarta  Post,  7  November  2001. 


Bilateral  China-Indonesia  relations  are 
good,  but  more  needs  to  be  done.  Indo- 
nesia must  come  up  with  initiatives  and 
bring  these  initiatives  to  the  attention  of 
China.  Indonesia  is  considered  a  leader  of 
ASEAN  by  China.  Indonesia  should  explore 
areas  of  cooperation  with  China  both  at 
the  regional  and  bilateral  level.  Bilateral 
and  regional  relations  between  China  and 
Indonesia  are  now  focused  on  economic 
relations.  China  has  become  the  main  and 
more  urgent  challenge  economically.  These 
economic  relations  and  challenges  are  not 
a  zero-sum  game. 

,  In  view  of  China's  competition,  Indone- 
sia needs  to  find  niches  and  complement- 
ary opportunities  to  benefit  from  China's 
fast  growing  domestic  markets.  Over  half 
of  China's  trade  is  with  Asian  partners  and 
the  most  important  one  is  Hong  Kong.  For 
Japan,  China  is  the  second  most  important 
trading  partner.  For  Taiwan  and  Korea. 
China,  is  third,  for  ASEAN,  China  is  fourth, 
and  for  Australia,  China  is  its  fifth  most  im- 
portant trading  partner. 

Roughly  three  quarters  of  China's  cum- 
ulative inbound  foreign  direct  investment 
(FDI)  has  come  from  Asian  economies. 
China  has  become  the  largest  FDI  des- 
tination for  Hong  Kong,  Taiwan  and  Singa- 
pore, the  second  leading  destination  for 
South  Korea  and  the  leading  Asian  des- 
tination for  Japan.  At  the  same  time  almost 
80  per  cent  of  all  FDI  into  East  Asia  last 
year  went  to  China. 
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Malaysia,  Thailand,  the  Philippines  and 
Indonesia  have  relied  on  the  foreign  invest- 
ment and  technology  that  now  flow  into 
China.  They  have  to  move  up  the  value- 
added  ladder  more  quickly.  The  displace- 
ment of  export-oriented  manufacturing 
activities  from  Hong  Kong,  Taiwan,  South 
Korea  and  Singapore  has  occurred  with 
limited  disruption.  The  migration  of  their 
lower  manufacturing  activities  has  en- 
hanced their  competitiveness  by  the  re- 
deploying of  their  resources  to  more  valu- 
able activities. 

Low  labor  costs,  flexible  labor  practices 
and  large  foreign  investments  have  al- 
lowed China  to  become  the  world's  lead- 
ing producer  and  exporter  of  textile  and 
garment.  These  products  now  account  for 
about  a  quarter  of  China's  exports,  a 
seventh  of  industrial  employment,  and  6 
per  cent  of  total  industrial  output.  This  has 
been  achieved  despite  its  limited  access  to 
major  markets.  Once  China  joins  the  WTO 
it  will  have  greater  access  and  will  be- 
come even  more  competitive. 

According  to  the  U.S.  International 
Trade  Commission,  China's  a  share  of 
the  U.S.  clothing  market  could  increase  to 
more  than  30  per  cent,  and  that  of  the 
world  clothing  market  to  more  by  38  per 
cent  by  2006  -  to  a  large  extent  at  the 
expense  of  other  Asian  countries.  China's 
vast  reserve  of  relatively  inexpensive, 
highly  productive  labor,  combined  with 
improved  infrastructure,  has  already  caused 
several  Hong  Kong  companies  to  shift  pro- 
duction from  Southeast  Asia  to  China. 

In  addition  to  its  complementary  and 
competing  role,  China  will  emerge  as  a 
market,  an  investor,  and  a  development 
partner  for  East  Asian  economies.  Indo- 
nesia has  an  advantage  in  resource-based 
products  such  as  oil,  timber  products, 


materials,  agricultural  goods,  and  some 
niche  manufacturing  products  in  the 
Chinese  market. 

China  is  becoming  an  important  inter- 
national investor  in  the  sectors  of  banking, 
foreign  trading,  and  construction  in  Hong 
Kong.  This  is  only  a  recent  phenomenon, 
and  therefore  is  still  small  in  comparison 
with  the  size  of  the  economy.  She  also 
faces  some  constraints  and  difficulties 
in  obtaining  capital  and  the  heavy  burden 
of  state  ownership. 

China  can  be  a  partner  of  the  eco- 
nomies in  the  region  through  participation 
in  specific  regional  infrastructure  and  de- 
velopment projects,  such  as  the  Mekong 
Development  Project,  focusing  on  trans- 
portation, energy,  trade,  communication, 
and  investment.  China  is  also  helping  to 
develop  oil  fields  and  pipelines  in  Central 
Asia,  and  in  the  future  most  likely  also  in 
Siberia. 

In  conclusion,  ASEAN  will  face  tough 
competition  from  China  in  export  markets 
and  for  investment.  Political  and  eco- 
nomic difficulties  in  the  ASEAN  countries 
are  hurting  the  region.  The  economic 
weight  of  North  East  Asia  threatens  to 
make  ASEAN  a  sideshow.  Therefore,  they 
have  to  accelerate  the  integration  of  their 
markets  and  their  domestic  reforms.  They 
have  to  maintain  their  domestic  reforms. 
They  have  to  maintain  their  traditional 
export  markets  while  serving  the  grow- 
ing demand  for  resource-based  products 
and  niche  consumer  goods  in  China. 

The  economies  that  will  benefit  from 
China  are  those  that  can  penetrate  the 
growing  Chinese  markets,  develop  com- 
plementary relations  with  the  Chinese  eco- 
nomy, attract  investment  from  China,  and 
forge  a  partnership  with  China. 


REVIEW  OF  ECONOMIC  DEVELOPMENT 


Macroeconomic  Developments 
in  the  Second  Quarter  of  2001 

Staff,  Department  of  Economics,  CSIS 


INTRODUCTION 

THE  peaceful  presidential  succession 
in  July  definitely  showed  some  good 
signs  to  the  economy;  however,  an 
enormous  restructuring  task  is  still  in  order. 
While  real  GDP  growth  this  year  is  likely  to 
meet  the  targeted  3.5%  growth  rate,  bank 
restructuring  and  macroeconomic  stability 
are  not  yet  in  a  necessary  state  for  the 
GDP  to  strengthen  further.  Structural  weak- 
nesses in  the  banking  system  are  contribu- 
ting to  ineffective  monetary  policy.  Further- 
more, bank  recapitalization  continues  to 
show  slow  progress. 

A  growing  concern  of  the  rising  amount 
of  debt  is  evident.  The  economic  crisis  has 
left  Indonesia  with  a  massive  debt  burden, 
which  is  increasing  exponentially  in  the 
next  five  years.  Total  public  debt  currently 
accounts  for  about  50%  of  GDP.  This 
causes  problems  to  the  fiscal  sustainability. 
The  draft  2002  State  Budget,  announced 
by  the  president  on  September  7,  is  res- 
ponsible yet  ambitious.  It  aims  to  reduce 
the  forecast  deficit  of  3.8%  of  GDP  this 
year  to  2.5%  of  GDP  next  year.  However, 


a  worrying  component  of  the  budget  is  the 
plan  to  replace  domestic  bonds  maturing 
next  year  with  bonds  with  a  longer  ma- 
turity, which  means  the  government  is  just 
postponing  their  payment  to  years  when 
the  payment  burden  is  already  greater. 
Without  any  institutional  capacity  in  the 
government  to  manage  its  debt  comprehens- 
ively, the  domestic-debt  burden  looks  set 
to  increase. 

The  new  government,  who  seems  to  off 
to  a  good  start,  is  currently  attempting  to 
ameliorate  its  relationship  with  international 
donors  and  institutions,  such  as  the  World 
Bank,  the  CGI,  the  IMF,  and  the  Paris  Club. 
However,  the  real  challenge  will  come 
early  next  year,  when  it  has  to  make  hard 
decisions  in  restructuring  and  selling  assets, 
closing  and  merging  more  banks,  cutting 
subsidies,  and  raising  taxes. 

ECONOMIC  GROWTH 

On  a  year-on-year  basis,  the  real  GDP 
growth  rate  was  3.5%  in  the  second  quar- 
ter of  this  year  compared  with  3.2%  in  the 
first  quarter.  The  main  source  of  growth 
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Table  1 

REAL  GDP  GROWTH  BY  SECTOR  (%  CHANGE) 

Growth  Y-on-Y  Contribution  to  growth 


2001  2001 


2000 

Q1 

Q2 

2000 

Q1 

Q2 

Agriculture 

1.7 

1.6 

1.3 

6 

9 

6 

Mining  and  quarrying 

2.3 

1.1 

-  -  2.3 

5 

3 

6 

Manufacturing 

6.2 

3.6 

4.8 

34 

29 

36 

Electricity,  gas,  and  water 

8.8 

7.3 

9.9 

3 

4 

5 

Construction 

6.7 

0.1 

1.0 

8 

0 

2 

Trade,  hotels,  and  restaurants 

5.7 

5.8 

5.3 

19 

28 

24 

Transportation  &  communication 

9.4 

7.2 

6.1 

14 

16 

13 

Financial,  ownership  &  business 

4.7 

2.9 

2.4 

7 

6 

5 

Services 

2.2 

1.3 

1.6 

5 

4 

4 

GDP 

4.8 

3.2 

3.5 

100 

100 

100 

Source:  Central  Board  of  Statistics,  "Berita  Resmi  Statistik." 

Table  2 

REAL  GDP  GROWTH  BY  EXPENDITURE  (%  CHANGE) 

Growth 

Contribution  to  growth 

Y-on-Y  2001 

GDP  growth  2001 

Q1 

Q2 

Q1 

Q2 

Household  consumption  expenditure 

0.9 

1.1 

16 

18 

Government  consumption 

1.0 

1.1 

2 

2 

Gross  fived  capital  formulation 

5.2 

5.9 

21 

19 

Exports  of  goods  and  services 

8.6 

8.8 

61 

61 

GDP 

3.2 

3.5 

100 

100 

*  We  subtract  import  components  from  each  type  of  expenditure  to  have  a  better  measure  of  the 
source  of  growth. 


Source:  Central  Board  of  Statistics,  "Berita  Resmi  Statistik." 


continued  to  be  manufacturing;  followed 
by  trade,  hotels,  and  restaurants;  and  trans- 
port and  communication.  Those  three  sec- 
tors accounted  for  72%  of  GDP  growth. 
The  industrial  sector  (mining;  manufactur- 
ing; electricity  and  construction)  experi- 
enced a  higher  growth  rate  in  the  second 


quarter.  In  contrast,  the  growth  rate  of  agri- 
culture and  most  services  declined  slightly 
(see  Table  1). 

Table  2  examines  GDP  growth  rates 
according  to  expenditures.  In  the  second 
quarter,  exports  are  still  the  main  source 
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of  growth,  contributing  to  61%  of  GDP 
growth.  Household  consumption  and  gov- 
ernment consumption  expenditures  experi- 
enced the  weakest  growth  rate,  but  be- 
cause of  its  size,  household  consumption 
still  accounts  for  18%  of  GDP  growth.  It  is 
worth  noting  that  government-consump- 
tion expenditures  only  contributed  2%  to 
GDP  growth. 

The  prospects  for  real  GDP  growth 
have  improved  according  to  consumer  and 
business  confidence  indexes.  Bank  Indone- 
sia's survey  of  both  consumer  confidence 
and  business  activities,  strengthened  in 
July.1  The  survey  showed  a  significant  im- 
provement in  consumer  expectations  and 
an  increase  in  realized  business  acti- 
ities  followed  strong  expectations  in  the 
second  quarter  of  this  year.  The  imminent 
resolution  to  the  country's  political  prob- 
lems seemed  tc  have  boosted  business  in 
the  second  quarter.  However,  business  ex- 
pectations for  the  third  quarter  are  slightly 
less  sanguine,  due  to  the  temporary  re- 
solution of  political  uncertainty.  However, 
many  tough  economic  decisions  still  need 
to  be  made,  if  the  longer-term  health  of 
the  economy  is  to  be  assured. 

All  up,  it  is  unlikely  the  country  can  do 
much  better  than  the  government's  recently 
revised  growth  forecast  of  3.5%  for  the 
year,  and  it  will  take  a  major  impetus  for 
reform  for  the  government  to  realize  its  fore- 
cast of  5.5%  real  GDP  growth  in  2002. 


Bank  Indonesia,  "Hasil  Survei  Konsumen  & 
Hasil  Survei  Kegiatan  Dunia  Usaha  ,*  Juli,  2001. 


MONETARY  DEVELOPMENTS 

Double-digit  Inflation:  Too  Muc 
Money? 

In  July,  the  consumer  price  index  it 
creased  by  2.1%,  year-on-year  inflatio 
reached  13%  and  the  cumulative  inflatio 
rate  for  the  year  was  7.7%.  The  goverr 
ment's  decision  to  increase  fuel  prices  b 
30%  to  reduce  government  subsidies  am 
to  cut  the  budget  deficit  had  a  significan 
impact  on  the  July  rate.  The  price  of  trans 
portation  alone  increased  by  around  7%  ii 
a  month. 

The  central  bank's  forecast  of  9-1 1  %  in 
flation  rate  might  be  difficult  to  achieve 
as  inflation  has  continued  to  march  up- 
wards in  the  face  of  higher  official  interest 
rates.  The  central  bank  has  increased  the 
SBI  (Bank  Indonesia  Certificate)  rate  from 
about  15%  at  the  beginning  of  the  year  to 
nearly  18%  in  September,  in  attempt  to 
sterilize  money  supply  growth.  Unfortu- 
nately, so  far  it  has  not  succeeded  because 
commercial  bank  deposit  rates  have  failed 
to  keep  up  with  rises  in  official  rates.  Banks 
that  have  been  recapitalized  with  variable- 
rate  SBI  do  not  need  to  attract  deposits 
and  lending,  since  they  are  already  making 
money  by  investing  in  SBI.  Current  deposit 
rates  of  14-15%  are  not  high  enough  to 
encourage  depositors;  therefore,  people 
are  spending  their  money,  largely  on 
consumer  durables,  rather  than  holding  bank 
deposits. 

The  inflation  rate  is  more  likely  to  be 
about  11-13%  this  year,  with  both  short- 
and  medium-term  prospects  for  inflation 
depending  on  the  central  bank's  determi- 
nation to  curb  base  money  growth.  How- 


Figure  1 


INFLATION  (y-o-y) 


20,00 


15,00 


10,00 


5,00  - 


0,00 


-5,00 


-10,00  - 


-15,00 


Source:  BPS. 
Figure  2 


BASE  MONEY  AND  SBI  RATE  WEEKLY  (JAN.  1999-AUG.  2001) 
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ever,  in  setting  monetary  policy,  it  seems 
that  the  central  bank  is  responding  more 
to  political  pressure  rather  than  maintain- 
ing stable  money  growth.  More  than  half 
the  bonds  used  for  bank  recapitalization 
are  fixed-rate  bonds.  And,  unlike  the  banks 
holding  variable  rate  bonds,  the  banks 
holding  fixed-rate  bonds  are  hurt  by  interest 
rate  rises.  A  rise  in  official  rates  increases 
the  rate  that  these  banks  should  offer  depo- 
sitors, while  the  income  they  receive  from 
government  bonds  remains  fixed.  Higher  in- 
terest rates  make  another  round  of  recap- 
italization for  these  banks  more  likely. 

Given  the  poiiticization  of  interest  rate 
movements,  it  is  unlikely  that  the  central 
bank  will  raise  rates  much  above  their  cur- 
rent level.  And  while  money  growth  is  high, 
the  inflation  rate  wili  remain  high,  despite 


some  easing  of  inflationary  pressure  dui 
to  a  stronger  Rupiah.  An  inflation  rate  o 
1 1  %  for  the  year  seems  likely. 

A  Little  More  Credit 

Recent  data  suggest  that  credit  growtr 
continues  to  increase,  albeit  slowly  anc 
from  a  very  low  base.  In  the  six  months  tc 
June,  the  rate  of  credit  growth  was  16%, 
from  Rp265  trillion  to  Rp306  trillion.  Out- 
standing credit  of  Rp306  trillion  falls  well 
short  of  the  broad  money  base  of  Rp800 
trillion.  Of  credit  in  June,  18%  was  consumer 
credit  and  41%  went  to  the  manufacturing 
sector,  with  the  greatest  rate  of  growth  in 
consumer  credit.  In  anticipation  of  further 
price  increases,  consumers  have  been  pur- 
chasing durable  goods  using  consumer- 
loan  facilities  offered  by  banks. 


Figure  3 
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Source:  Bank  Indonesia. 
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Figure  4 


RUPIAH  PERFORMANCE  AND  JSX  INDEX 
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Stronger  Rupiah  and  Stocks 

The  recent  smooth  presidential  succes- 
sion and  formation  of  a  new  adminis 
tration  strengthened  the  Rupiah/US$  rate 
from  more  than  Rp11,000/US$  to  about 
Rp8,500/US$,  which  was  even  stronger 
than  the  Rp9,000/US$  forecast  in  our  last 
report. 

But  the  value  of  the  Rupiah  in  the 
longer  term  depends  on  the  government's 
ability  to  curb  base  money  growth.  Figures 
5  &  6  below  show  a  clear  linear  trend  be- 
tween money  supply  growth  and  exchange 
rate  depreciation  from  January  1999  to 
July  2001.  However,  if  base  money  con- 
tinues to  grow  by  more  than  18%  per  an- 
num, as  it  has  in  the  past  year,  the  Rupiah 
will  probably  depreciate  at  about  the  same 
rate  as  it  has  in  the  past  year,  approx- 
imately reaching  the  level  Rp9,000  -  9,500/ 
US$  by  the  end  of  the  year. 


The  Jakarta  Stock  Price  Index  (JSX)  in- 
creased by  12%  between  the  announcement 
of  a  Special  Session  and  when  Megawati 
was  sworn  in  as  president.  But  since  then, 
high  interest  rates  and  the  absence  of  for- 
eign players  with  big  volumes  have  kept 
the  index  relatively  flat  at  around  the  440- 
460  level.  A  wait-and-see  approach  to  the 
new  government,  and  expectations  that  in- 
terest rates  will  remain  high  for  a  while, 
will  prevent  significant  increases  in  the 
index. 

FISCAL  POLICY 

An  Ambitious  First  Budget 

Megawati's  new  government  has  handed 
down  a  responsible  and  ambitious  first 
budget.  It  introduces  measures  to  bring 
down  budget  deficit  from  3.7%  of  GDP  this 
year  to  2.5%  of  GDP  next  year.  Weakening 
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Figure  5 


MONEY  SUPPLY  AND  EXCHANGE  RATE:  ONE  TO  ONE  LINEAR  RELATION 
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Figure  6 
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economic  fundamentals  saw  estimates  of 
this  year's  budget  deficit  deteriorate  to  6% 
of  GDP  earlier  this  year,  although  the  gov- 
ernment had  implemented  measures  to  bring 
the  deficit  back  to  3.7%  of  GDP. 

Next  year's  budget  has  a  different  story 
to  tell:  how  does  the  government  expect  to 
bring  down  the  budget  deficit  from  3.7% 
to  2.5%  of  GDP.  The  government  is  plan- 
ning to  cut  government  expenditures  from 
23.2%  to  19.6%  of  GDP,  including  a  30% 
cut  (Rp20  trillion)  in  subsidies.  As  most  of 
total  subsidies  go  to  fuel  and  electricity, 
this  means  that  fuel  prices  will  increase  by 
about  30%  next  year,  and  electricity  prices 
will  increase  by  4%  in  each  quarter.  With 
more  than  a  quarter  of  government  expend- 
itures going  to  interest  payments  and  14% 
still  going  to  subsidies,  only  14%  is  going 
to  development  spending. 

On  the  revenue  side,  total  revenue  is 
forecasted  to  remain  constant  in  nominal 
terms  at  about  Rp289  trill  ion,  but  will  de- 
cline from  19.5%  of  GDP  to  17.1%  of 
GDP.  The  government  expects  non-tax  re- 
venue, which  is  largely  from  oil  sales,  to  de- 
cline by  about  25%  next  year  due  to  fall- 
ing production  and  prices.  As  a  result,  it 
has  targeted  a  commensurate  increase  in 
tax  revenues  by  targeting  a  26%  increase 
in  income  tax  and  a  31%  increase  in 
value-added  tax.  It  is  worth  noting  that 
the  government  is  undertaking  a  significant 
shift  from  relying  on  non-tax  revenues  to 
tax  revenues,  which  requires  a  major  reform 
of  the  tax  system.  Given  this  shift,  a  re- 
duction in  expenditures,  particularly  subs- 
idies, is  critical  to  achieve  the  forecast  cut 
in  the  budget  deficit. 

The  budget  forecast  assumes  that  next 
year:  economic  growth  will  be  5%;  the  in- 


flation rate  will  be  8%;  SBI  rates  will  be 
14%;  and  the  exchange  rate  will  be  around 
Rp8500/US$.  The  oil  price  and  oil  produc- 
tion are  forecasted  to  be  an  average  of 
US$22/barrel  and  1.2  million  barrels  per 
day,  respectively.  Some  of  these  targets 
will  be  difficult  to  achieve,  especially  in 
unison.  If  the  government  is  to  achieve 
an  inflation  rate  of  8%  when  economic 
growth  is  5%,  it  will  have  to  ensure  money 
supply  growth  declines  from  18%  per  an- 
num at  present  to  13%.  This  cannot  be 
done  without  a  significant  spike  in  interest 
rates,  which  means  tighter  monetary  pol- 
icy. This  policy  can  be  politically  sensitive, 
but  it  is  necessary  to  stabilize  inflation  rate 
and  the  exchange  rate. 

In  terms  of  financing  next  year's  budget 
deficit,  the  government  has  set  modest 
targets  for  domestic  financing,  as  the  pro- 
ceeds from  privatization  is  expected  to  de- 
crease from  Rp6.5  trillion  to  Rp3.9  trillion 
and  revenue  to  be  raised  from  asset  re- 
covery is  forecasted  to  decline  from  Rp27 
trillion  this  year  to  Rp21.4  trillion.  Further- 
more, it  is  assumed  that  domestic  bonds 
maturing  next  year  will  be  swapped  with 
bonds  with  a  longer  maturity.  This  means 
the  government  is  just  postponing  payment 
obligations,  which  are  already  increasing 
exponentially  in  the  next  five  years. 

As  for  external  financing,  the  govern- 
ment expects  to  receive  Rp17.6  trillion  in 
net  foreign  financing,  including  provision 
for  external  debt  payments,  which  is  Rp41.5 
trillion.  But  this  is  under  the  assumption 
that  Rp26.3  trillion  of  debt  payments  falling 
due  next  year  will  be  rescheduled  at  the 
Paris  Club  III  meeting.  Signing  the  new 
Letter  of  Intent  with  the  IMF  may  have  im- 
proved chances  for  rescheduling,  but  it  will 


242 


THE  INDONESIAN  QUARTERLY,  Vol.  XXIX/2001,  No 


be  another  six  months  before  we  know  for 
sure. 

THE  DEBT  DRAIN 

A  Government  Hemorrhaging 

The  size  of  Indonesia's  government 
and  private  debt  has  reached  alarming 
proportions  since  the  financial  crisis  that 
began  in  mid-1997.  Total  government  debt 
is  about  95%  of  GDP,  with  government 
external  debt  about  40%  of  GDP  (see  Table 
3).  This  amount  has  nearly  tripled  from 
US$55  billion  or  27%  of  GDP  in  1996. 

The  crisis  has  even  created  massive  dom- 
estic debt,  due  to  the  issuance  of  US$70-80 
billion  in  government  bonds  to  recapitalize 
the  banking  system.  The  cost  of  bank  restruc- 
turing is  very  high,  considering  the  bank  bail- 
outs that  have  to  be  made;  the  slow  progress 
of  privatization  of  banks  taken  over;  and 
banks  that  should  have  been  closed,  remain, 
open.  So  the  amount  of  this  massive  do- 
mestic debt  is  still  increasing  because  another 
round  of  bank  recapitalization  is  in  the  pipe- 
line. 

Furthermore,  the  fiscal  burden  of  the 
government's  massive  debt  repayments  is 
alarming.  Interest  payments  on  government 
debt  absorb  about  30%  of  government  re- 
venues,  compared  with  only  10%  before 
the  crisis.  Interest  payments  on  domestic 
bonds  alone  equate  to  20%  of  revenues, 
while  payments  of  principal  on  domestic 
bonds,  starting  in  2004,  will  be  more  than 
Rp52  trillion  per  annum  (18%  of  current 
government  revenues).  In  the  draft  2002 
state  budget,  the  government  expects  to 
replace  the  bonds  falling  due  with  bonds 
with  longer  maturity  dates,  which  is  simply 
postponing  payment. 


Meanwhile,  through  Paris  Club  I  and 
rescheduling,  external-debt  servicing  fi 
the  government  has  decreased  from  mo 
than  37%  of  domestic  revenue  in  1999  I 
less  than  16%.  But,  without  any  furthi 
Paris  Club  rescheduling  or  increase  in  don 
estic  revenues,  the  external  debt  burden  c 
the  government  will  be  more  than  30°. 
of  domestic  revenues  in  each  of  the  ne> 
five  years.  And,  if  the  current  schedule  fc 
domestic  debt  payment  is  unchanged,  tota 
debt  payments  for  the  government  will  ab 
sorb  the  equivalent  of  current  governmen 
revenues. 

As  a  result  of  increased  debt-relatec 
expenditure,  the  government  has  had  tc 
reduce  the  share  of  development  spend- 
ing, which  is  shown  by  a  decline  in  develop- 
ment expenditure  from  42%  of  total  ex- 
penditure in  1996-97  to  18%  in  2001. 
Meanwhile,  the  pressure  of  debt  servicing 
on  the  balance  of  payments  and  the  ex- 
change rate  is  formidable.  The  debt-service- 
to-export  ratio  is  currently  about  40%  and 
will  continue  to  be  high  because  export 
growth  is  not  likely  to  exceed  burgeoning 
foreign  debt  payments.  Total  external  debt 
at  present  is  more  than  four  times  annual 
exports,  and  almost  five  times  gross  foreign 
assets. 

Therefore,  any  new  debts  are  clearly 
not  sustainable.  In  addition,  the  govern- 
ment must  ensure  there  is  no  new  domestic 
debt  due  to  any  failure  in  bank  restructur- 
ing. In  order  to  reduce  government  debt 
from  around  100%  of  GDP  now  to  around 
50%  in  2010,  the  economy  must  grow  by 
at  least  6%  a  year,  and  IBRA's  asset  sales 
and  other  privatization  should  net  about 
Rp50  trillion  a  year  for  the  next  five  year, 
under  the  assumption  that  there  will  not 
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Table  3 


INDONESIA'S  DEBT  (US$  BILLION) 


Outstanding 

1997 

1998 

1999 

2000 

June  2001 
(Estimate) 

Total  rinvprnmpnt  Opnt 

54 

77 

140 

152 

142 

L/UI  1  ICMIL. 

0 

10 

64 

77 

69 

External 

54 

67 

769 

75 

72 

Tntal  Privatp  Dpht 

1 54 

1 28 
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127 

130 

Domestic 

72 

45 

63 

60 

63 

f-ytprnal 

LAICI  1  lew 

82 

84 

72 

67 

67 

i  otai  ueui 

ZUD 

77  A 

270 

Domestic 

72 

55 

126 

137 

131 

External 

136 

151 

148 

142 

139 

Debt  service  ratio  (%) 

of  exports 

44 

60 

47 

42 

39 

Government  (%) 

11 

10 

10 

6 

10 

Private  (%) 

33 

50 

47 

36 

29 

Source:  Bank  Indonesia. 
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be  any  new  domestic  debt.  These  targets 
will  be  difficult  to  achieve  without  acce- 
lerated economic  reform. 

Private  Sector  Still  Shackled 

Official  statistics  show  total  private 
sector  external  debt  increased  from  US$56 
billion  in  1996  (27%  of  GDP)  to  US$82 
billion  (55%  of  GDP)  in  1997,  but  most 
of  the  increase  was  actually  because  of 
better  reporting  requirements.  Of  the  US$82 
billion,  80%  Were  loans  and  20%  were 
commercial  paper  and  similar  instruments. 
As  some  of  these  debts  have  been  paid  off, 
the  stock  of  debt  has  declined  to  about 
US$67  billion  in  2000  (45%  of  GDP). 
Short-term  loans,  defined  as  one  year  or 
less,  account  for  about  10%  of  the  private 
sector's  foreign  debts. 

Around  75%  of  total  external  repay- 
ments are  related  to  private  debt,  mostly 
being  non-bank  borrowers.  In  2000,  bank 
loans  accounted  for  about  15%  of  the 
private  sector's  foreign  debt.  The  govern- 
ment was  able  to  reschedule  the  repay- 
ment of  US$4.7  billion  in  iriter-bank  bor- 
rowing under  the  Frankfurt  Agreement  in 
1998.  US$1  billion  is  due  for  payment  this 
year,  and  the  remainder  is  due  in  the  next 
five  years. 

Total  private  sector  domestic  debt  is  cur- 
rently about  Rp602  trillion,  of  which  more 
than  half  are  non-performing  loans  (NPL). 
These  NPLs  have  mostly  been  transferred 
to  the  Indonesian  Bank  Restructuring  Agency 
(I BRA),  as  part  of  the.  corporate  restructur- 
ing components,  other  than  the  Jakarta 
Initiative  Task  Force  (JITF);  and  the  Indo- 
nesian Debt  Restructuring  Agency  (INDRA). 
JITF  and  INDRA  were  established  to  assist 
in  debt  restructuring. 


Until  mid-2000,  debt  restructuring  pr< 
gressed  very  slowly.  IBRA's  task  was  plague 
by  political  interference;  and  both  JITF  an 
INDRA  lacked  the  incentives  and  authorit 
to  be  an  effective  facilitator.  Therefore 
a  number  of  steps  have  been  introduced  t 
try  to  speed  up  debt  restructuring.  Cc 
ordination  within  IBRA  has  improved  am 
IBRA  has  been  given  time-bound  medi 
ation  procedures  to  follow.  JITF  now  ha 
the  leverage  to  recommend  punitive  meas 
ures  and  to  offer  incentives  for  expeditiou 
settlement  of  debts.  Both  IBRA  and  JITI 
have  made  some  progress.  To  date,  to 
gether  they  have  resolved  US$24  billion  ir 
debts.  However,  this  is  still  too  slow.  Tota 
loans  restructured  are  only  about  7%  o 
total  NPLs,  while  half  of  IBRA  and  JITF': 
"resolved"  cases  are  just  at  the  stage  o 
"memorandums  of  understanding".  The 
new  government  must  have  the  politica 
gumption  to  pursue'  debt  restructuring  more 
aggressively. 

BANKING  REFORM  AND  IBRA'S 
REVENUE  TARGET 

By  June  2001,  IBRA  had  raised  41%  ol 
its  revenue  target  for  the  year.  The  largest 
contributor  of  IBRA's  five  sources  of  re- 
venue2 -  Asset  Management  Credit  (AMC), 
Asset  Management  Investment  (AMI),  Bank 
Restructuring  Unit  (BRU),  Premium,  and 
Other  interest  -  is  AMC,  which  consists  of 
loan  collection  and  asset  realization  from 
banks  taken  over  by  IBRA.  It  has  raised 


-AMI  consists  of  (1)  promissory  notes  payment 
by  Holding  Company,  cash  payment  by  the  share- 
holders of  BBO  and  BBKU. 

'Others'  consists  of  (1)  investment  yield  to 
bank  settlement  fund  (2)  addition  to  net  realized 
assets,  and  (3)  payment  for  settlement  to  bank's 
receivables. 
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Table  4 


I  BRA  REVENUE  TARGET 


Source  of  Realized  up  to 

Revenue  Target  Year  2001  June  30,  2001  % 

(in  billion  Rupiah)  Realized/Target 

AMC  22,500  6,903  31% 

AMI  9,909  3,140  32% 

BRU  3,600 

Premium  1,300  881  68% 

Others  -  233 

Total  37,309  11,157  30% 


Rp6.9  trillion,  or  31%  of  its  revenue  target 
for  2001  (see  Table  4).  However,  it  is  dif- 
ficult for  IBRA  to  realize  its  targets  because 
the  fair  value  of  its  assets  is  constantly  de- 
clining. When  it  was  established,  the  fair 
value  was  Rp645  trillion  and  now  it  is 
only  about  Rp168  trillion. 

IBRA  offers  a^number  of  programs  de- 
signed to  support  disposal  of  loans.  Through 
the  outsourcing  program,  it  has  managed 
to  collect  Rp403  billion  worth  of  cash  by 
handing  over  collection  of  bad  loans  to 
institutions  outside  of  IBRA.  A  loan-discount 
settlement  program  was  designed  for  debtors 
who  settle  their  liabilities  by  cash.  Revenue 
proceeds  for  this  program  are  expected  to 
reach  Rp7.8  billion  during  the  second  half 
of  the  year.  Two  other  programs  are  cor- 
porate loans  sales  and  corporate  asset  sales. 
The  former  generated  an  aggregate  book 
value  of  US$56.7  million  in  foreign  cur- 
rency and  Rp662  in  domestic  currency, 
while  the  latter  generated  gross  proceeds 
worth  Rp  7231.06  billion  from  the  sales 
of  13  corporate  assets. 

On  the  whole  IBRA  has  preformed 
badly  and  the  bank  restructuring  program 


needs  revamping.  More  importantly,  IBRA 
faces  two  challenging  goals  in  the  remain- 
der of  the  year:  divesting  a  51%  stake  in 
Bank  Central  Asia  (BCA),  and  overseeing 
the  takeover  of  Bank  International  Indo- 
nesia (Bll)  by  Bank  Mandiri,  as  mentioned 
in  the  latest  Lol. 

Regarding  the  divestment  of  BCA,  early 
last  September,  the  parliament  approved 
the  sale  of  51%  of  BCA.  This  sale  is  critical 
for  the  government  to  rein  in  its  burgeon- 
ing budget  deficit,  and  timely  progress  of 
this  divestment  is  critical.  Up  until  July,  the 
bidding  process  with  regards  to  BCA  has 
been  running  according  to  schedule.  Mean- 
while, in  mid-July,  it  was  agreed  that 
Bank  Indonesia  would  hand-over  Bll  to 
IBRA,  with  the  status  "Bank  in  Rehabilitat- 
ion.* Bll  will  operate  normally  under  a 
newly  appointed  management  team.  The 
handing-over  of  Bll  represents  an  initial 
step  in  the  acquisition  of  Bll  by  Bank  Man- 
diri. 

TRADE  BALANCE 

Indonesia's  trade  balance  increased 
slightly  from  US$5.7  billion  in  the  first  quar- 
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ter  of  this  year  to  US$5.9  billion  in  the  se- 
cond quarter.  Exports  fell  by  2.3%,  but  the 
decline  in  imports  was  6%,  even  greater. 

Exports  and  Imports  Both  Declined 

In  the  first  six  months  of  this  year,  total 
exports  decreased  by  10%  compared  with 
the  second  half  of  last  year.  In  this  period, 
non-oil  and  gas  exports,  which  account 
for  about  75%  of  total  exports,  declined  by 
11%,  while  oil-and-gas  exports  declined  by 
6.8%.  The  most  significant  non-oil-and- 
gas  export  was  electronics,  which  ac- 
counted about  14%  of  exports  in  the  first 
six  months  of  this  year.  Other  commodities 
each  accounted  for  about  4%  or  less  of 
exports. 

Figure  8  below  shows  a  clear  trend  in 
Indonesia's  exports  in  the  past  two-and-a- 
half  years.  As  the  economic  crisis  subsided, 
exports  grew  fairly  steadily  from  January 
1999  to  September  2000,  in  line  with  a 
fairly  steady  depreciation  of  Indonesia's 
exchange  rate,  despite  renewed  hope  in 
Wahid's  nascent  government.  But  in  the 
third  quarter  of  2000  and  the  first  quarter 
of  2001,  political  turmoil  gripped  the 
country  and  world  demand  began  to  slow. 
Exports  have  remained  fairly  constant  at 
around  US$4.8  billion  in  April,  May  and 
June  2001. 

Looking  forward,  the  performance  of 
exports  in  the  face  of  the  recent  strengthen- 
ing of  the  Rupiah  against  the  US$,  depends 
on  the  performance  of  Megawati's  new 
economic  team.  If  her  team  quickly  intro- 
duces significant  economic  reforms,  it  will 
boost  the  credibility  of  Indonesian  business 
and  perceptions  of  the  reliability  of  deli- 
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very,  hereby  improving  the  investment  ei 
vironment  and  actual  production  capacity. 

The  decline  in  exports  is  accompanie 
by  an  even  greater  decline  in  imports,  a 
the  first  half  of  this  year's  imports  fell'  b 
9%  compared  with  the  second  half  of  las 
year.  Non-oil  imports,  which  accountec 
for  about  88%  of  total  imports,  declinec 
by  US$0.6  billion  or  4%,  while  oil  anc 
gas  imports  declined  by  US$1.2  billion  oi 
36%. 

During  the  first  half  of  this  year,  we  find 
that  83%  of  imports  were  raw  materials 
and  intermediate  inputs,  9%  were  consump- 
tion goods,  and  8%  were  capital  goods 
(see  Figure  9).  If  the  new  government  sign- 
ificantly improves  the  business  and  invest- 
ment climate,  we  can  expect  imports  of 
raw  materials  and  intermediate  inputs  to 
pick  up  significantly,  especially  since  the 
Rupiah/US$  rate  has  strengthened  by  about 
20%  in  the  past  three  months. 

Capital  Account,  Capital  Flight  Con- 
tinues 

Capital  account  data  for  March  2001, 
the  most  recent  quarter  for  which  data  is 
available,  shows  that  a  massive  net  capital 
outflow  is  continuing.  Net  official  capital 
outflow  was  about  US$0.1  billion,  while 
net  private  capital  outflow  was  about 
US$2.8  billion.  The  largest  component  of 
private  capital  outflows  was  foreign  direct 
investment,  which  was  a  net  US$1.2  billion 
loss  to  the  country,  followed  by  debt  re- 
payments of  US$1.5  billion. 

In  a  bid  to  strengthen  foreign  and  dom- 
estic investment  procedures,  Megawati  has 
decided  to  keep  the  new  chairman  of  the 
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Figure  8 


EXPORTS  BY  VALUE  (US$M) 
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Figure  9 


IMPORTS  BY  CATEGORY 
(1999-February  2001,  US$M) 
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Board  of  Investment  (BKPM),  Theo  Toe- 
mion,  who  intends  to  undertake  signific- 
ant reform  of  the  institution.  Under  its  new 
leadership,  the  role  of  the  Board  of  Invest- 
ment is  expected  to  change  substantially 
from  just  a  regulatory  body  to  a  one- 
stop  investment  agency  that  will  once 
again  have  sole  authority  for  all  invest- 
ments. 

While  the  BKPM  can  assist  in  speeding 
up  investment  procedures,  the  volume  of 
new  investment  will  depend  on  political 
stability  and  credible  economic  reforms. 
The  new  government  must  act  quickly  if 
it  is  to  stem  the  massive  net  outflow  of 
capital  from  Indonesia. 

YET  ANOTHER  PACT  WITH  THE  IMF 

Last  August,  the  government  and  the 
IMF  finally  signed  a  new  Letter  of  Intent 
(Lol),  which  should  pave  the  way  for  the 
IMF  to  disburse  its  long-delayed  US$400 
million  loan  tranche.  It  is  worth  noting  that 
compared  with  previous  Lois,  there  are 
fewer  specific  targets,  and  the  areas  that 
are  mentioned  are  more  attainable.  As 
stated  in  the  Lol,  the  government  has 
agreed  to 

•  Target  the  base  money  level  at  Rp110.5 
trillion,  higher  than  the  initial  target  of 
Rp108  trillion. 

•  Implement  measures  to  rein  in  the  2001 
budget  deficit. 


•  Publish  the  results  of  IBRA's  asset  sale 
and  set  the  targets  for  the  privatizatio 
of  state-owned  enterprises  in  2002. 

•  Privatize  51%  stake  in  BCA  and  Banl 
Niaga,  by  the  end  of  2001. 

•  Publicly  announce  the  results  of  the  re 
view  by  the  Oversight  Committee  o 
debt-restructuring  deals  undertaken  b} 
I  BRA. 

•  Have  Bank  Mandiri  take  over  the  troubled 
Bank  International  Indonesia  (Bll). 

•  Make  provision  for  the  government  de- 
posit-guarantee scheme,  by  providing 
for  at  least  5%  of  public  deposits  in 
commercial  banks. 

•  Ensure  the  Jakarta  Initiative  Task  Force 
(JITF)  raises  US$1 5-1 6  billion  in  cor- 
porate debt  restructuring  this  year. 

The  signing  of  the  Lol  ended  a  period 
of  prolonged  disharmony  between  the 
government  and  the  IMF.  The  last  Lol  was 
issued  in  September  2000,  but  was  sus- 
pended soon  after  because  the  IMF  did  not 
feel  the  government  was  pressing  ahead 
with  reform.  This  resulted  in  the  delay 
of  a  US$395  million  loan  disbursement, 
which  was  finally  approved  by  the  IMF 
late  August.  This  also  clears  the  path  for 
the  government  to  negotiate  debt- 
rescheduling  agreements  with  the  Paris 
Club  and  the  CGI. 


The  Muslim  World  and 
the  Changing  Global  Environment 

Anak  Agung  Banyu  Perwita 


"The  rise  of  Islam  as  a  political  force  cannot 
be  studied  in  isolation  as  a  regional  or  localised 
phenomenon;  rather,  it  has  a  positive  correlation 
with  the  political  events  and 

changes  taking  place  globally"1 . 

"Muslims  make  up  one-sixth  the  world's 
population.,  and  for  this  reason  alone  no  major 
government  can  afford  to  ignore  the  world 

of  Islam..."2 

INTRODUCTION 

THE  above  quotations,  especially  the 
first  one,  clearly  show  that  Islam  has 
a  crucial  role  and  position  in  world 
politics.  Historically,  the  crucial  role  of 
Islam  as  one  of  the  mainstreams  in  global 
relations  has  taken  place  since  hundreds 
of  years  a  go;  and  the  reality  of  world  politics 
in  the  1990s  —particularly  in  the  post 
Cold  war  era—  has  virtually  indicated  the 
increased  importance  of  Islam  in  the  global 
politics. 

The  dynamic  position  of  Islam  (the 
Muslim  world)  in  world  politics  has  been 
determined  not  only  by  the  power 
struggle  within  Islamic  communities  them- 
selves, but  also  by  its  interaction  with  the 
major  powers  (the  West  and  the  commun- 
ist countries).3  The  phenomenon  of  the 
(re)  emergence  of  radical  Islam  in  certain 
countries,  particularly  in  the  Middle  East 


such  as  Libya,  for  example,  was  the  pro- 
duct of  such  power  struggles.  Further- 
more, it  also  results  from  an  'unequal'  re- 
lationship between  Islam  and  the  Western 
world.  The  power  struggle  within  the  Mus- 
lim communities  was  also  reflected  in  the 
war  between  Iran  and  Iraq  in  1980.  An- 
other example  of  this  power  struggle  was 
the  Iranian  revolution  which,  to  some  ex- 
tent, could  be  viewed  both  as  the  power 
struggle  within  Muslim  communities  and  be- 
tween the  Muslim  world  and  the  Western 
World  (U.S.). 

So  far,  the  interaction  between  the 
Muslim  world  and  the  West  has  been 
mostly  influenced  by  the  West's  (U.S.'j 
'poor  understanding'  towards  the  emerg- 
ence of  Islam  as  a  global  political  force, 
particularly  as  reflected  in  the  U.S.  'con- 
tainment policy'  with  respect  to  Islam.  The 
Israeli  occupation  of  Jerusalem  and  other 
Arab  lands  and  the  Soviet  invasion  to 
Afghanistan  have  also  become  crucial  factors 
of  the  tension  between  the  non-Moslem 
and  the  Muslim  world.  Another  example 
of  power  struggle  between  them  was  the 
independence  of  Muslim  countries  in  Cen- 
tral Asia  from  the  former  Soviet  Union. 

The  main  purpose  of  this  article  is  to 
delineate  the  changing  nature  of  interna- 
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tional  system  in  which  Islam  emerges  as 
a  new  global  political  force.  It  discusses 
the  above  events  that  indicate  the  change 
in  the  Muslim  world  amidst  the  changing 
global  environment.  The  discussion  also 
includes  issues  on  the  impacts  of  the  re- 
cent developments  in  the  Muslim  world 
on  the  development  of  world  politics  in 
the  post  Cold  War  era.  Subsequently,  the 
article  outlines  the  role  and  the  position 
of  Islam  as  one  of  global  political  forces 
in  the  changing  development  of  interna- 
tional system  from  the  beginning  to  the 
end  of  the  Cold  War. 

THE  MUSLIM  WORLD  DURING 
THE  COLD  WAR  ERA 

The  rise  of  the  Soviet  Union  and  the 
United  States  as  superpowers  in  the  post- 
World  War  II  marked  the  outbreak  of  the 
Cold  War  and  of  a  bipolar  system  in  inter- 
national politics.  The  most  obvious  charac- 
teristic of  the  superpower  rivalry  was  the 
ideological  conflict  between  democratic 
capitalism  and  communism.  As  a  result  of 
the  ideological  conflict,  the  international 
system  was  polarized  between  East  and 
West  camps,  with  the  Soviet  Union  leading 
the  communist  bloc  and  United  States  lead- 
ing the  capitalist  bloc. 

The  major  manifestation  of  this  bipolar 
system  has  been  the  ideological  division  of 
nation-states  and  the  emergence  of  the 
military  alliance  system  throughout  the 
globe.  As  a  consequence,  other  parts  of 
the  world  —Europe,  Asia,  Africa,  Middle  East 
and  Latin  America—  were  also  directly  or 


indirectly  affected  by  the  bipolar  system  , 
superpower  rivalry.  As  Allison  and  Willian 
argued,  "the  superpower  rivalry  is  not  on, 
unavoidable,  but  equally  intensive  an 
extensive",4  including  the  Muslim  work 
Besides,  the  Muslim  world  has  been  th 
most  unstable  and  strategically  alarmin 
region  in  the  whole  Third  World.5 

Yet,  the  post-World  War  II  also  present© 
an  entirely  different  situation  for  the  eve 
lution  of  the  Muslim  world.  Despite  the  in 
fluence  of  bipolar  system,  many  indepen 
dent  Muslim  states  were  established  in  th< 
1 950s  and  1 970s  in  South  Asia,  Middle  Eas 
and  North  Africa.6  In  the  post  World  Wa 
II  era,  the  process  of  de-colonization  ir 
many  parts  of  the  world,  particularly  in  Ash 
and  Africa,  provided  the  setting  for  effort.' 
aimed  at  uniting  the-  Moslems.7  For  man> 
newly  independent  Muslim  countries,  Islam 
has  also  provided  'a  strong  moral  force 
and  source  of  identity'  vis-a-vis  their  ex- 
colonial  masters.  In  this  context,  Islam  has 
provided  a  'vital  driving  force'  in  their 
independence  struggle8  against  colonial- 
ism for  many  countries,  including  Indone- 
sia. In  other  words,  Islam  became  an  in- 
tegrative value  in  many  countries  in  those 
regions.  This  reality  then  led  to  the  need 
of  the  'unity  of  the  world  of  Islam'  among 
them  to  contain  the  domination  of  Western 
countries.  Some  of  them,  such  as  Libya 
and  Yemen,  even  rejected  the  contem- 
porary international  system  and  supported 
for  Islamic  universalism.9 

Furthermore,  the  above  reality  also 
pushed  the  establishment  of  'Islamic  bloc" 
— aimed  at  uniting  the  entire  Muslim  world, 
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laying  down  the  relationships  amongst  in- 
dividual Muslim  states,  and  providing 
a  framework  for  coordinating  them  in  their 
international  relations—  in  order  to  counter 
the  Western  and  the  Communist  blocs. 

The  experiences  of  colonialism  and 
the  unequal  treatment  from  their  exco- 
lonial  rulers  in  economic  and  political 
fields  have  pushed  various  Islamic  countries 
to  join  together  in  closer  cooperation. 
This  phenomenon,  described  as  'neo-pan 
Islamism',10  is  not  aimed  at  restoring 
Islamic  unity  as  was  the  pan  Islamic  move- 
ment of  the  nineteenth  century.  It  is  not 
an  indication  of  the  desire  to  re-establish 
the  traditional  Islamic  system  of  the  con- 
duct of  external  relations  either.  It  is  rather 
a  desire  to  cooperate  as  an  Islamic  bloc 
within  the  community  of  nations.11 

The  major  consideration  to  create  an 
Islamic  bloc,  according  to  Chaudri  Nazir 
Ahmad  Khan,  a  former  Attorney-General  of 
Pakistan  stated,  was  that: 

'The  future  of  the  Muslim  countries  lies 
in  the  strength  and  their  unity  ...a  com- 
mon global  organization  of  all  Muslim 
states  is  essential  for  safeguarding  and 
promoting  the  interests  of  World  Mus- 
lims'.12 

Nevertheless,  the  underlying  problem 
to  the  establishment  of  the  Islamic  bloc 
was  the  significant  differences  among  the 
many  Muslim  communities  in  the  world. 
Moslems  and  Muslim  communities  are  not, 
however,  identical.  The  world  of  Islam  is  not 
monolithic  and  the  diversity  of  interpre- 
tations, institutions,  faith,  and  practices  with- 
in the  Islamic  world  is  very  great.  In  other 


words,  Islam  inspired  two  contradictory 
tendencies:  the  first  is  toward  union,  and 
the  second  toward  distinctness.13 

Moreover,  the  capacity  to  unite  polit- 
ically under  the  banner  of  the  Islamic  bloc 
was  also  curtailed  by  other  interests,  both 
domestic  and  international.  The  discussions 
below  show  the  interplays  of  both  different 
domestic  interests  of  the  Muslim  countries 
and  the  interests  of  the  foreign  actors,  par- 
ticularly the  major  powers. 

THE  IRANIAN  REVOLUTION  AND 
ITS  IMPACT  TO  THE  WORLD  AF- 
FAIRS 

One  of  the  major  events  taking  place  in 
the  Muslim  world  that  gave  tremendous 
effects  to  both  the  Muslim  world  and 
world  affairs  was  the  Islamic  revolution  in 
Iran  in  1979.  The  Iranian  revolution,  which 
was  marked  by  the  fall  of  Shah  Reza  Pah- 
levi,  reflected  the  crucial  revival  of  Islam  as 
a  significant  political  force  in  world  politics. 

The  Iranian  revolution,  led  by  Ayatol- 
lah  Khomeini,  has  not  only  destroyed  the 
old  power  structure  consisting  of  the  Shah, 
the  aristocracy,  and  the  Westernized  upper 
and  upper  middle  class  in  Iran,  but  more 
importantly  has  changed  the  nature  of  Iran 
as  a  nation-state  based  on  Islam  ortho- 
dox. .(Shiites). 14  Furthermore,  Ayatollah  Kho- 
meini appealed  to  the  Islamic  ummas  from 
all  over  the  world  to  refuse  the  interna- 
tional system  led  by  the  U.S.  and  U.S.S.R. 
This  appeal  was  based  on  the  1979  Con- 
stitution of  the  Islamic  Republic  of  Iran 
that  "all  Muslims  are  one  umma  and  the 
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government  should  exert  itself  continuously 
to  achieve  the  political,  economic,  and 
cultural  unity  of  the  Islamic  world".15  As 
Grummon  argued,  the  Khomeini  regime  in 
Iran,  which  adhered  to  Shi'a  theology, 
denied  the  legitimacy  of  most  of  the  gov- 
ernments in  the  Muslim  world.16 

Iran's  foreign  policy  under  Khomeini 
was  specifically  guided  by  the  principles 
outlined  in  three  articles  of  constitution. 
The  first  article,  i.e.,  Article  10,  which  was 
about  pan-Islamic  state,  acknowledged 
that  the  government  of  the  Islamic  Republic 
of  Iran  had  the  duty  of  formulating  its 
general  policies  with  a  view  to  the  merging 
and  union  of  all  Muslim  peoples,  and  it 
must  constantly  strive  to  bring  about  po- 
litical, economic  and  cultural  unity  of  the 
Islamic  world.17  The  second  principle  out- 
lined its  clear  stance  to  the  non-alignment 
of  the  major  powers.  Article  152  stated 
that  its  foreign  policy  was  based  inter  alia 
on  'the  defence  of  the  rights  of  all  Muslims' 
and  "non-alignment  with  respect  to  the 
hegemonist  superpowers".18  The  third  prin- 
ciple implicitly  emphasized  the  need  of 
Iran  to  expand  its  revolutionary  influence  in 
order  to  unite  all  Muslims  people. 

Khomeini's  proclamation  that  he  would 
export  the  Islamic  revolution  to  all  Muslim 
countries  had  alarmed  the  regime  in  the 
Gulf  and  Arab  world  and  angered  both 
the  Western  world  and  the  Communist 
world.  Tehran's  -attempts  to  bolster  a  re- 
volutionary movement  in  other  foreign 
countries,  particularly  in  the  other  Muslim 
states,  have  invited  different  reactions 
and  even  further  increased  Iran's  isolation 


in  the  international  community.  Mean- 
while, Iran's  Islamic  propaganda  con- 
tinued unabated,  at  home  and  abroad, 
among  Shiites  and  Sunnites  in  the  Muslim 
countries. 

The  Middle  East  countries  had  been 
terrified  by  the  Iranian  revolution.  Saudi 
Arabia,  for  instance,  had  been  grievely 
antithetical  to  Iran.  Kuwait  also  felt  the 
winds  of  the  Iranian  revolution,  which 
made  them  to  have  closer  military  re- 
lationship with  the  United  States.  Kho- 
meini regarded  the  Gulf  rulers  as  the 
corrupt  monarchies  that  fostered  what  he 
called  'American  Islam'  or  'golden  Islam' 
and  described  the  U.S.  as  the  'Great  satan', 
the  No.1  source  of  corruption  on  earth.  ' 
Furthermore,  the  U.S.S.R  also  had  a  ne- 
gative perception  of  the  revolution,  which 
led  its  invasion  to  Afghanistan. 

On  the  one  hand,  the  Khomeini  regime, 
because  of  its  theological  as  well  as  re- 
volutionary visions,  was  perceived  as  the 
destabilizing  factor  to  the  entire  region. 
The  Iranian  revolutionary  had  admittedly 
created  a  "rogue"  image.20  On  the  other, 
the  Iranian  revolution  has  accelerated  and 
even  radicalized  the  Islamic  revival  in  many 
Muslim  countries  both  directly  and  in- 
directly.21 

THE  SOVIET  INVASION  TO  AF- 
GHANISTAN AND  THE  EMERG- 
ENCE OF  ISLAMIC  STATES  IN 
CENTRAL  ASIA 

When  the  Soviet  invasion  to  Afghan- 
istan took  place  due  to  Moscow's  mounting 
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frustration  with  the  communist  regime  of 
Afghanistan  under  the  leadership  of  Noor 
Mohammad  Taraki  in  December  1979,  the 
underlying  motivation  of  the  invasion  was 
the  fear  of  'Islamic  fundamentalist  con- 
tagion' from  revolutionary  Iran  to  Afghan- 
istan and  into  Central  Asia.22  The  Islamic 
revolution  in  Iran  has  not  only  alarmed 
the  Soviet  Union,  but  also  has  caused  the 
U.S.S.R  to  invade  Afghanistan.  In  other 
words,  the  Soviet  Union  was  very  con- 
cerned about  the  impact  of  external  Is- 
lamic radicalism.  Militarily,  the  invasion 
not  only  brought  Soviet  forces  several 
hundred  miles  closer  to  the  Gulf,  but 
also  triggered  much  broader  increases  in 
Soviet  military  capabilities  in  the  region. 

The  invasion  was  also  pushed  by  the 
combination  of  internal  demographic  con- 
cerns. The  spectacular  growth  of  the  So- 
viet Union's  Muslim  population  during  the 
1970s  was  another  factor.  The  1979 
census  showed  that  the  Muslim  population 
in  Central  Asia  had  grown  five  times  faster 
than  the  rest  of  Soviet's  population.  In 
January  1979,  the  Soviet  Muslim  popul- 
ation was  49  million  or  increased  from 
35  million  in  19  70.23  The  Muslim  popul- 
ation of  Uzbekistan  where  situated  on 
both  sides  of  the  border  between  the 
U.S.S.R.  and  Afghanistan,  had  increased 
by  36%  or  numbered  12,456,000  and  was 
the  largest  Soviet  Muslim  group. 

The  Soviet  invasion  then  invited  varied 
responses  from  the  rest  of  the  world.  The 
U.S.,  for  example,  condemned  the  invasion 
and  rallied  the  Muslim  states  of  the  Middle 
East  against  the  Soviet  Union.  When  the 


issue  of  Soviet  invasion  of  Afghanistan  came 
up  for  a  vote  in  the  UN  Security  Council, 
only  Ethiopia  and  South  Yemen  —among 
Moscow's  Muslim  world  allies—  voted 
against  the  resolution  that  condemned  the 
invasion,  while  Algeria,  Syria,  Libya  and 
North  Yemen  remained  abstained.  Among 
104  UN  member  countries  that  voted 
against  Moscow,  only  Iran  that  even  pub- 
licly condemned  the  Soviet  invasion,  thus 
demonstrating  its  independence  of  Moscow. 

The  result  of  the  vote  in  the  UN  Se- 
curity Council  indicated  that  the  invasion 
to  Afghanistan  was  a  blunder  of  the  So- 
viet's policy  toward  the  Muslim  world. 
This  invasion,  which  had  created  major 
problems  for  Moscow  in  its  efforts  to  ex- 
tend Soviet  influence  in  the  Muslim  world, 
also  reflected  the  decline  in  the  Soviet  in- 
fluences throughout  the  Muslim  world.24 
However,  Islam  in  Afghanistan  had  been 
made  radical  more  by  the  Soviet  invasion 
than  by  the  revolution  in  Iran.  It  was  in- 
dicated by  the  emergence  of  the  Mujahe- 
deen25  to  struggle  over  the  Soviet  invasion. 
Thus,  the  Soviet  invasion,  which  aimed  to 
prevent  the  radicalization  of  the  Soviet 
Union's  own  Muslims,  strained  its  relations 
with  the  rest  of  the  Muslim  world  and  gen- 
erally became  a  diplomatic  embarrassment 
to  global  Soviet  prestige.26 

During  the  Cold  War  era,  the  Mujahe- 
deen  was  supported  by  the  U.S.  and  other 
Western  countries.  In  1979-1989  it  received 
military  and  economic  aid  worth  about 
U.S. $7  billion.27  The  combination  of  three 
different  factors  —anti-Iranian  policy,  the 
Cold  War  rivalry  with  the  Soviet  Union, 
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and  the  desire  to  build  oil  pipelines  from 
Central  Asia  to  the  Persian  Gulf  through 
Afghanistan—  have  driven  the  U.S.  to  sup- 
port the  Mujahedeen.28 

In  the  end,  the  radicalization  of  the 
Mujahedeen's  struggle  over  the  Soviet 
occupation  and  the  U.S.  support  to  its 
struggle  gave  significance  impetus  for  the 
emergence  of  six  Muslim  republics  from 
the  former  Soviet  Union  in  the  Trans-Cau- 
casus (Azerbaijan)  and  Central  Asia  (Ka- 
zakstan,  Kyrgistan,  Tajikistan,  Turkmenistan, 
Uzbekistan).29 

The  above  six  Muslim  states  have  a 
very  close  relations  with  Iran  and  Afghan- 
istan. They  are  even  deeply  affected  by 
the  history  of  their  region  as  a  tradition- 
ally Muslim  land.30  According  to  Critchlow, 
the  combination  of  the  Iranian  and  Afghan- 
istan model  was  adopted  by  the  Islamic 
states  in  Central  Asia.31  Furthermore,  Iran 
has  not  only  had  its  religious  influence  in 
Central  Asia,  but  also  served  as  a  com- 
munication hub  due  to  its  access  to  the  sea 
and  oil  technology  for  the  Central  Asia.32 

Considering  the  possibility  of  new  emerg- 
ing states  in  Central  Asia  becoming  the 
bastion  of  Islamic  fundamentalist  in  the  re- 
gion, the  West  —particularly  the  U.S.— 
tried  to  eliminate  Iranian  influence  by 
diplomatically  and  financially  supporting  the 
new  states  of  Central  Asia.  In  addition,  the 
assistance  of  the  Western  world  to  the 
Central  Asia  was  not  only  caused  by  its 
proximity  to  Iran,  but  also  by  its  rich  na- 
tural resources.33  This  is  due  to  the  West 
perception  that  the  influence  of  the  Afghan 


war  is  not  only  fostering  the  development 
of  insurgent  skills  in  many  Islamic  unrest 
around  the  world,  it  is  also  providing  a  ne- 
cessary ideological  framework  for  the 
growth  of  fundamentalist  extremism.34 

THE  IRAN-IRAQ  WAR 

The  Iran  Revolution  of  1978-1979  had 
momentous  significance  for  other  Muslim 
countries,  particularly  Iraq.  At  first,  the 
overthrow  of  the  Shah's  regime  by  the 
Islamic  revolution  was  received  in  Iraq  and 
other  Gulf  states  with  mixed  perceptions. 
It  was  perceived  that  the  new  regime  in 
Iran  would  follow  a  foreign  policy  sym- 
pathetic to  the  aspirations  of  other  Muslim 
countries  as  well  as  to  the  Arabs.  Further- 
more, some  of  Baath  leaders  in  Iraq,  who 
were  very  critical  of  the  Shah's  hegemonic 
policy,  held  that  the  Iranian  revolution 
might  provide  an  opportunity  of  trust  and 
cooperation  with  other  Muslim  countries.35 

The  political  situation  in  the  Gulf  began 
to  change  when  Iran  put  the  secular  nature 
of  the  Baathist  regime  of  Iraq  as  the  ideo- 
logical factor  for  the  prime  target  for  the 
engineering  of  Islamic  revolution  in  the 
Gulf;  and  relations  between  Iran  and  Iraq 
began  to  turn  to  the  worse.36  As  a  result, 
the  two  regimes  —the  Baath  of  Iraq  and 
the  Islamic  Republic  of  Iran—  were  pre- 
pared to  engage  in  ideological  warfare. 
Ideologically,  the  Shi'a  form  of  Islamic 
government  based  its  doctrine  on  the  le- 
gitimacy of  Imam  (religious  authority)  while 
Sunni  based  on  the  principles  of  public 
consent  and  consultation. 
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The  new  regime  in  Iran  began  its  cam- 
paign to  export  its  brand  of  revolution  to 
Iraq  through  a  propaganda  targetted  mainly 
to  the  Shi'a  community,  which  comprises 
more  than  half  of  the  Iraqi  population,  to 
revolt  against  the  Sunni-dominated  Baathist 
regime  in  Iraq.37  Iranian  leaders  attacked 
the  ideology  of  the  Baath  party  under 
Saddam  Husein  as  anti-Islamic,  and  Aya- 
tollah  Khomeini  repeatedly  called  for  the 
overthrow  of  Saddam  Husein  whom  he 
called  an  enemy  of  Islam  and  Muslims.38 
In  Iranian's  view,  the  Baath  party  came 
into  power  not  by  a  legitimate  Islamic  up- 
heaval, but  by  violent  and  illegal  military 
action.39  Khomeini  even  considered  Baath- 
ism  as  a  'satanic'  philosophy  and  sworn 
to  destroy  it  including  its  leader,  Saddam 
Husein.  He  also  stated  that  most  Gulf  gov- 
ernments were  illegitimate.40 

Iran's  message  to  Iraq  and  its  neighbors 
was  so  clear:  it  aims  to  export  the  Iranian 
revolution  and  to  establish  an  Islamic  gov- 
ernment that  would  enforce  islamic  law 
and  deal  with  domestic  and  foreign  affairs 
in  accordance  with  Islamic  standards.41  For 
Iraq,  the  Iranian  foreign  policy  dimension 
was  clearly  revisionist.  So  for  Iraq,  the 
only  certain  way  to  abort  the  revisionist 
policy  of  Iran  was  by  destroying  the 
source,  moral  and  material  of  Shia  in- 
spiration: the  Khomeini  regime.42  Saddam 
Husein  was  particularly  concerned  about 
the  belligerent  propaganda  of  the  new  re- 
volutionary leadership  and  its  explicit  call 
for  the  overthrow  of  the  Baathist  regime  and 
the  establishment  of  an  Islamic  state  in  Iraq. 
He  was  also  worried  that  the  situation  in 
Iran  might  appeal  to  Iraq's  Shia  population 


and  might  encourage  rebellion  from  the 
South  of  Iraq  43 

Then,  Saddam  Husein  put  pressures  on  the 
major  Gulf  states,  such  as  Saudi  Arabia  and 
Kuwait,  to  provide  financial  support  and 
diplomatic  support  to  Iraq.  He  argued  that 
"the  war  with  Iran  was  not  Iraq's  private 
business,  but  rather  a  defence  of  the  East- 
ern flank  of  the  Arab  world  against  fund- 
amentalist Islam  of  Iran".44  He  also  made 
his  regime  more  acceptable  to  the  Arab 
states  by  aligning  his  foreign  policies  with 
the  moderate  Arab  axis  represented  by 
Egypt,  Saudi  Arabia  and  Jordan  to  support 
a  political  solution  to  the  Arab-Israeli 
conflict  and  to  end  Iraq's  extreme  anti- 
Zionist  stance.45 

In  reality,  ideological  rivalry  was  a 
crucial  component  in  a  drive  for  domin- 
ation and  led  to  a  larger  issue  that  both 
countries  wanted  to  be  the  Gulf's  para- 
mount power.46  In  this  context,  Islam  had 
divided  the  two  countries  rather  than 
acting  as  a  unifying  force. 

The  Iran-Iraq  war  has  not  been  unusual. 
The  two  neighboring  states  have  long  been 
engaged  in  border  disputes.  They  have  dif- 
ferent views  on  regional  and  global  issues, 
and  have  chosen  differing  paths  to  de- 
velopment.47 On  the  one  hand,  the  re- 
volution in  Iran  has  threatened  and  pro- 
voked its  neighbors;  on  the  other,  there  was 
a  centralized  regime  that  felt  threatened 
by  its  larger  neighbor,  but  which  saw  an 
opportunity  to  seize  the  leadership  of  the 
entire  region. 

Ideological  rivalry  was  not  the  only 
issue  dividing  Iran  and  Iraq.  The  military 
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conflict  between  the  two  countries  had 
also  involved  territorial  and  border,  Gulf 
oil  as  military  objective  and  economic  in- 
terest on  the  Shatt  al  Arab48.  The  combin- 
ation of  these  factors  invited  the  involve- 
ment of  the  regional  political  and  diplo- 
matic positions  of  other  regional  powers, 
the  other  Muslim  countries  and  particularly 
the  superpowers,  which  made  the  military 
conflict  between  Iran  and  Iraq  as  the 
longest  conventional  war  of  the  world. 
This  war  also  provided  a  tangible  illus- 
tration of  the  vulnerability  of  the  Gulf  oil 
fields  and  its  potential  importance  in  a 
future  military  conflict  (The  Gulf  war  in 
1991).49 

THE  GULF  WAR  IN  1991  (IRAQ'S 
INVASION  TO  KUWAIT) 

The  combination  of  the  economic  in- 
terest (due  to  oil),  the  need  to  seize  re- 
gional leader  in  the  region,  and  the  Islamic 
factor  had  become  a  crucial  consideration 
for  Iraq  to  invade  Kuwait.  Besides,  ten- 
sions between  Iraq  and  Kuwait  were 
deeply  rooted  in  history,  geography  and 
ideology.  Iraq  claimed  Kuwait  as  part 
of  its  national  territory  since  the  Otto- 
man's empire.50  Yet,  the  Iraqi's  interest  in 
Kuwait  had  less  to  do  with  legal  or  his- 
torical rights  than  the  fact  that  Kuwait  pos- 
sessed mammoth  wealth.51 

Despite  its  costly  war  with  Iran,  Iraq  was 
still  dominant  military  power  in  the  Gulf. 
Its  combat-hardened  army  about  1  million 
strong,  outnumbered  Kuwait's  any  self- 
defence  force  by  50  to  1  and  dwarfs  the 


combined  armies  of  the  six-nation  Gul 
Cooperation  Council  (GCC).  Iraq  coulc 
deploy  5,500  main  battle  tanks,  450  arti- 
llery pieces  and  multiple  rocket  launchers, 
510  combat  aircrafts,  160  armed-helicopters, 
5  frigates  and  36  Soviet-designed  Scud 
missiles.  Iraq  also  manufactured  chemical 
weapons,  which  it  used  with  telling  effects 
against  Iran  and  against  its  own  Kurdish 
minority.52 

The  Gulf  war,  which  was  the  first 
major  conflict  of  the  post  Cold  war  era, 
was  the  result  of  the  declining  economic 
condition  of  Iraq  in  the  aftermath  of  the 
war  with  Iran,  the  Saddam  Husein  regime's 
insistence  to  make  Iraq  the  dominant  power 
in  the  Persian  Gulf  and  in  the  Arab  world, 
and  the  Kuwaiti  regime's  policies,  parti- 
cularly in  regard  to  oil  price  system  and 
production.53  Iraq  accused  Kuwait  of  sa- 
botaging the  arrangements  agreed  by  OPEC 
(Organization  of  Petroleum  Exporting  Coun- 
tries) to  restrain  and  maintain  the  price  of 
oil.54 

Iraq  virtually  wanted  to  ensure  its  eco- 
nomic well-being  and  its  economy  re- 
covery would  not  be  sabotaged  by  Kuwait. 
The  options  for  Iraq,  then,  were  to  remove 
the  royal  family,  incorporate  Kuwait  into 
Iraq,  and  confront  the  Kuwait  and  Saudi 
Arabia's  military  power  that  was  strongly 
supported  by  the  U.S.55  The  situation  be- 
came more  critical  for  Iraq  to  conduct  a 
military  invasion  to  Iraq  when  King  Fahd 
of  Saudi  Arabia  formally  invited  the  U.S. 
to  deploy  its  troops  in  Saudi  Arabia.56  King 
Fahd's  decision  to  bring  the  U.S.  full  force 
into  the  Gulf  sharply  divided  Arab  govern- 
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ments  and  peoples,  making  the  Gulf  crisis 
the  most  significant  politico-security  issue 
for  Arabs  in  the  1990s.57 

Despite  the  long  dispute  between  Iraq 
and  Kuwait,  the  Iraq  invasion  had  shocked 
the  Arab  states.  The  invasion  also  made 
the  world  reacted  with  shock  and  outrage 
to  the  action.  There  was  a  strong  fear,  parti- 
cularly in  the  Western  world  that  a  new 
oil  crisis,  with  all  its  economic  repercus- 
sions, might  develop  with  the  disruption 
in  the  international  trade  of  two  major  oil 
producers.58  The  war  situation  in  the  Gulf 
automatically  invited  the  involvement  of 
the  Western  countries  (U.S.,  Europe)  and 
Japan.  The  single  reason  for  this  involvement, 
of  course,  was  their  concern  for  the  safety 
of  oil  supplies  from  the  Gulf  to  the  rest 
of  the  world.59 

Following  an  international  boycott  and 
large  numbers  of  European  and  U.S.  troops 
in  Saudi  Arabia,  Saddam  Husein  called 
for  a  jihad,  a  'holy  war'.60  He  called  on  'all 
Arab  and  Muslim  masses  wherever  they  are 
to  save  Mecca  and  the  Tomb  of  Prophet  in 
Medina  from  the  Western  occupation'.6' 

Meanwhile,  the  Arab  states  were  deeply 
divided  in  responding  to  the  Iraq's  invasion; 
they  also  had  diverging  views  on  the  means 
for  resolving  the  military  conflict.  The 
division  was  essentially  between  those  in 
the  American  camp  and  the  so-called  rad- 
icals who  were  not  pro-Western.62  Palestin- 
ians and  Jordanians  spoke  of  Islam  commit- 
ments as  they  signed  up  to  fight  alongside 
the  Iraqis.  King  Husein  of  Jordan,  for  in- 
stance, had  stated  that  this  was  a  war 


against  all  Arabs  and  all  Muslims  and  not 
against  Iraq  alone.63  Muslim  fundamental- 
ists in  Libya,  Yemen  and  Algeria  also  gave 
their  supports  to  what  Saddam  did  to  Ku- 
wait. Saddam  also  found  political  supports 
not  only  in  Arab  lands,  but  also  in  non- 
Arab  Muslim  countries,  such  as  Pakistan, 
Bangladesh  and  Malaysia.  Egypt  adopted  a 
tough  stance  to  condemn  the  war;  and,  it 
was  even  ready  to  send  its  volunteers  to 
help  save  Kuwait  and  defend  Saudi  Arabia 
and  the  holy  places.64 

The  Gulf  war  has  placed  Islam  on  both 
sides  of  the  battle  lines.65  There  was  no 
single  Islamist  position  to  political  issues, 
such  as  the  Gulf  war  in  which  each  fact- 
ions in  the  multifaceted  Islam  has  its  own 
'nuanced'  and  'interested'  view66.  The  Gulf 
war,  as  John  Kelsay  argued,  was  not  only 
about  oil  or  even  territory  but  it  was  also 
related  to  the  particular  context  of  the  im- 
portant values  of  the  Arabic  and  Islamic 
cultural  tradition67. 

MUSLIM  WORLD  IN  THE  POST 
COLD  WAR  ERA:  THE  (RE)  EMERG- 
ENCE OF  ISLAMIC  FUNDAMENT- 
ALISM 

The  most  prominent  feature  of  interna- 
tional politics  in  the  late  '80s  was  the 
collapse  of  the  Soviet  Union,  which  re- 
sulted in  the  end  of  the  Cold  war  era.  In 
the  post  Cold  War  era,  the  global  political 
structure  and  the  dynamics  of  international 
relations  changed  dramatically.  The  bipolar 
system  was  swept  away  and  the  ideolog- 
ical conflict  between  the  U.S.  and  U.S.S.R. 
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(now  Russia)  disappeared.  A  new  post 
Cold  War  era,  labeled  as  a  new  world 
order,68  has  emerged. 

The  post  Cold  War  environment  has 
enabled  the  emergence  of  societal  factors 
—cultural  and  religious—  as  a  new  main- 
stream in  global  interactions.69  Religion,  in 
particular,  is  seen  to  pose  a  serious  threat 
to  international  relations.70  According  to 
Juergensmeyer,  the  global  interactions  in  the 
post  Cold  War  era  are  marked  by  "the  re- 
surgence of  parochial  identities  based  on 
ethnic  and  religious  allegiances".71  In 
this  context,  the  revival  of  (political)  Islam 
has  become  a  significant  ideological  force 
in  the  Third  world,  particularly  in  the 
Muslim  world.  The  Islamic  revivalists  can 
be  categorized  into  four  groups:  Funda- 
mentalist, Traditionalist,  Modernist,  and 
Pragmatist.  However,  the  Fundamentalist 
is  often  perceived  by  the  West  as  the  only 
type  of  revivalists.72  The  Islamic  revolution 
in  Iran,  to  a  very  large  extent,  has  been 
viewed  as  a  significant  example  of  the 
Islamic  revival.  Its  implications  extend  far 
beyond  Iran's  border.  Furthermore,  it  has 
also  invigorated  the  Islamic  political  struggle 
in  many  parts  of  the  Muslim  world. 

Although  the  Islamic  revival  is  manifested 
differently  in  each  Islamic  country,  certain 
common  themes  and  characteristics  are 
discernible.  As  Andrew  Tan  pointed  out,  a 
fundamental  tenet  is  that  society  should  be 
organized  on  the  basis  of  Al  Quran  and  the 
Sunnah  (the  way  of  the  Prophet).  He  further 
argued  that: 

Islamic  revivalism  is  a  result  of  the  Muslim 
world's  disillusionment  with  Western  civiliza- 


tion and  its  search  for  an  alternative  mod 
that  would  allow  for  the  development  i 
Islamic  society  organized  according  to  tY 
teachings  of  Al-Quran.  The  revivalism  is  al; 
a  reaction  against  modern  Western-style  ca| 
italist  development73 . 

Thus,  the  Islamic  revival  can  also  b 
seen  as  a  unifying  factor  and  a  focal  poir 
for  the  rallying  political  resistance  again: 
the  international  system  and  the  State  itsel 
The  significant  rise  of  political  consciou: 
ness  of  Indonesian  Muslim  community,  fc 
example,  is  also  one  of  the  crucial  indica 
ors  of  the  Islamic  revival  in  the  post-  Col 
War  era. 

Some  of  the  Western  countries  wer 
convinced  that  the  collapse  of  communisn 
and  the  disintegration  of  the  Soviet  Unioi 
were  followed  by  significant  emergeno 
of  Islam  and  Islamic  potentials  in  interna 
tional  relations.  This  explained  the  West' 
animosity  towards  Islam  as  a  religion  o 
towards  what  is  called  'politicized  Islam'.7' 
Hence,  Islam  is  considered  by  the  West  a 
the  confronting  force  leading  to  the  rise  o 
political  Islamic  culture,  which  is  a  nev 
threat  in  the  wake  of  the  demise  of  com 
munism. 

More  importantly,  the  emerging  Islamic 
culture  has  been  perceived  by  most  Westerr 
countries  as  a  new  threat  to  world  order 
For  many  Western  countries,  the  nature 
of  the  Islamic  threat  was  not  only  politica 
but  also  demographic  and  socio-religious.7; 
Even  many  Western  political  analysts  as- 
sumed that  the  relations  of  the  West  anc 
the  Muslim  world  would  be  conflicting  ir 
nature,  as  Islam  had  posed  a  threat  replac- 
ing the  Soviet  's  being  one  that  used  to  be 
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the  most  strategic  during  the  post  Cold 
war  era76. 

The  perception  of  the  Islamic  threat  to 
the  West  (Islam-phobia)  resulted  originally 
from  the  lack  of  understanding  about  po- 
litical Islam.  Since  Islam  does  not  separate 
religion  and  politics,  the  reassertion  of  Is- 
lam in  politics  —as  Esposito  argued—  has 
been  misinterpreted  as  'Islamic  fundament- 
alism'.77 This  term  has  been  treated  in- 
discriminately with  other  terms,  such  as  Is- 
lamic revivalism,  political  Islam,  Islamism. 
The  use  of  the  'Islamic  fundamentalist'  con- 
cept is  pejorative  and  misleading  in  as- 
sessing the  role  of  Islam  in  the  Muslim 
world.  The  term  'Islamic  fundamentalist' 
can  be,  at  least,  categorized  into  two  groups: 

•  "the  term  that  is  misunderstood  or 
at  least  should  be  understood  in 
accordance  with  the  proper  teaching 
and  guidelines  of  Islam,  and 

•  "the  term  that  is  now  widely  used 
describing  the  current  conflict  —real 
or  imaginary—  between  Islam  and 
the  West."78 

Meanwhile,  the  failure  to  distinguish  be- 
tween 'Islamic  fundamentalist'  and  political 
Islam  will  produce  crucial  misinterpretations 
about  political  Islam.  As  Bassam  Tibi  argues, 
"we  must  never  lose  sight  of  the  distinction 
between  Islam  and  Islamic  fundamentalism; 
any  promotion  of  hostility  to  Islam  itself  in 
the  guise  of  clash  of  civilization  would  un- 
wittingly play  into  the  hands  of  the  fund- 
amentalism in  their  efforts  to  antagonize 
the  west".79  In  many  Western  countries, 
this  term  connotes  terrorist  activities,  rad 
icalism,  militancy,  and  violence. 


According  to  Ehteshami,  the  term  "Is- 
lamic fundamentalism"  can  be  viewed 
from  three  different  perspectives.80  First, 
it  can  be  seen  as  'a  response  to  the  crisis 
(economic,  political  and  security)  con- 
fronting the  nation  states  in  the  Middle 
East'.  Second,  as  proposed  by  Samuel  Hun- 
tington, it  links  the  rise  of  Islamic  fundament- 
alism to  a  'clash  of  civilization'.  In  Hunting- 
ton's view,  the  'central  axis  of  world  po- 
ntics' in  the  post  Cold  War  era  'will  be  the 
interaction  of  Western  power  and  culture 
with  the  power  and  culture  of  non-Western 
societies  (Islam)'.81  In  other  words,  it  is  a 
conflict  between  civilizations  that  is  seen 
to  be  replacing  the  former  Cold  War  ide- 
ological battles.  The  third  perspective  is 
the  link  of  fundamentalism  to  political  Is- 
lam, which  associated  with  the  goal  and 
related  political  program  designed  to  es- 
tablish a  world-wide  Islamic  order82.  This 
goal  has  been  pursued  at  the  two  inter-re- 
lated levels,  namely:  (1)  challenging  the 
status-quo  within  Muslim  countries;  and,  (2) 
increasing  transnational  network  of  interact- 
ions aimed  at  establishing  a  'Pax-lslamica' 
(literally,  Islamic  peace)  across  the  Muslim 
world. 

Misinterpretation  of  political  Islam,  then, 
led  to  the  perception  that  in  the  post  Cold 
War  world,  the  global  conflict  is  between 
the  Muslim  world  and  the  West.83  Surpris- 
ingly, some  Islamic  states  seem  to  confirm 
Western  perception  of  Islamic  threats  by 
affirming  that  they  would  replace  the  Soviet 
Union  as  the  major  challenge  to  the  West.84 
Some  Islamic  states,  such  as  Libya  and 
Sudan,  see  their  primary  task  as  'resisting 
growing  Western  influences  on  the  institut- 
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ions,  policies,  and  more  importantly,  the 
identity  of  the  Muslim  societies'  from  the 
symptoms  of  'West-toxification'  and  socio- 
cultural  contamination'.85  As  Peter  Chalk 
points  out,  Iran  and  Sudan  have  sponsored 
the  violent  manifestation  of  Islamic  identity 
and  adopted  the  militant  concept  of  the 
al-jihad  al  saghir  that  emphasized  legiti- 
mate forms  of  strife  with  other  humans 
through  war  and  violence  as  an  integral 
part  of  their  domestic  and  foreign  policy.86 

As  a  result,  the  West's  perceptions  and 
attitudes  —particularly  those  of  the  U.S.— 
to  the  Muslim  World  were  quite  ambigu- 
ous.87 According  to  Karabell,  among  U.S. for- 
eign policy  makers,  there  were  divided 
views  regarding  the  Islamic  threat.88  On 
the  one  side,  Islamic  fundamentalism  is  be- 
lieved to  be  the  new  communism  and  con- 
sequently must  be  opposed  with  whatever 
means  are  necessary  to  contain  it.  On  the 
other,  the  issue  is  not  Islamic  fundament- 
alism, but  violence  and  extremism.89  An- 
other scholar  argues  that  the  U.S.  com- 
munity has  been  divided  into  two  camps 
regarding  this  issue,  namely:  confrontationist 
and  accommodationist.90  These  two  appro- 
aches to  copijvg  with  Islamism  differ  in 
three  aspects,  namely  in  their  analysis  of 
the  underlying  factors  that  created  Islamist 
movement;  in  their  assessment  of  whether 
these  groups  pose  a  threat  to  Western 
worlds;  and  in  the  policies  that  they  claim 
should  be  implemented  to  cope  with  Is- 
lamist movement.91 

The  first  camp  —the  confrontationist 
who  considered  political  Islam  as  a  radical 
Utopian  ideology92—  believed  that  since 


the  Islamic  menace  is  very  significant  to 
the  U.S.  and  could  threaten  its  strategic 
interests,  the  potential  political  power  of 
Islam  should  be  battled  and  defeated.93 

Therefore,  Islamist  should  not  be  regarded 
as  religious  activities  engaged  in  politics, 
but  they  are  political  activists  who  express 
their  pursuit  of  power  in  religious  term.94 
From  this  perspective,  as  Karawan  argues 
—  containment  and  confrontation  are  the 
only  realistic  way  for  the  Western  world 
to  deal  with  Islamism.95  Furthermore,  the 
confrontationists  also  call  on  the  U.S.  not 
to  press  its  Muslim  allies,  particularly  'ts 
Middle  Eastern  friends,  to  make  conces- 
sions on  human  rights  and  democratic  re- 
forms but  to  maintain  the  authoritarian  re- 
gimes of  the  Muslim  countries  which  they 
believe  can  help  the  U.S.  neutralize  political 
Islam  and  preserve  its  strategic  interests.96 

Meanwhile,  the  accomodationist  camp 
contends  that  the  Islamic  threat  has  been 
exaggerated  by  the  fear  of  the  world  wide 
spread  of  Iran's  Islamic  revolution.97  The 
significant  revival  cf  Islam  actually  has 
emerged  since  the  last  two  decades.  This 
revival  was  mainly  motivated  by  the  lack 
of  economic,  social  opportunities  and  de- 
sire of  political  freedom.98  Thus,  to  deal 
with  Islamist  movement  successfully,  the 
Western  world  needs  to  help  them  to 
eradicate  economic  deprivation,  social 
tensions  and  political  corruption  in  the 
Muslim  world.99  In  this  context,  the  West 
need  to  implement  a  'constructive  engage- 
ment' with  the  Muslim  world  in  order  to 
reduce  the  mutual  suspicion  and  to  foster 
mutual  understanding  respectively.  Although 
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in  reality  the  Islamic  movements  in  some 
parts  of  the  world  often  pursued  their  goals 
by  using  violence  and  terrorism,  they  do 
not  possess  sufficient  military  and  eco- 
nomic-industrial strength  to  threaten  the 
U.S.  or  any  major  Western  countries.100 
Therefore,  Western  countries  should  make 
•a  distinction  between  Islamic  movements 
and  militant  activities.101 

As  it  has  been  discussed  above,  the 
movements,  both  in  religious  and  political 
fields,  throughout  the  Muslim  world  are  not 
monolithic  in  nature102  nor  a  coherent  po- 
litical force  but  they  are  rather  collections 
of  religious  responses  to  specific  sociopo- 
litical conditions  in  particular  countries103. 
They  even  — as  Esposito  argues—  have 
conflicting  national  interests  and  prior- 
ities104. In  this  regard,  the  generalization  of 
the  Islamic  world's  posing  a  threat  to  the 
Western  world  could  not  fully  accepted. 

In  contrast  to  the  confrontationists,  the 
accommodationist  proposed  a  clear  and 
cons-istent  policy  to  encourage  the  process 
of  democratization  of  the  Muslim  World 
and  to  build  meaningful  cooperation  With 
them.105  The  conflicting  relations  between 
the  Western  world  and  the  Muslim  World, 
to  a  very  large  extent,  are  due  to  the  incon- 
sistent policy  of  the  U.S.  that  supported 
the  corrupt  and  repressive  Muslim  coun- 
tries and  made  them  as  'friendly  tyrants'106 
—particularly  in  the  Middle  East  and 
Arab  countries—,  U.S.  conditional  support 
for  the  Israel  and  the  long  history  of  U.S. 
economic  and  military  intervention  to  the 
Muslim  world.107  In  Fuller  and  Lesser's 
words,  the  Muslim  world  feels  that  it  has 


been  under  siege  by  the  West  (U.S.)  polit- 
ically, militarily  and  economically.108 

CONCLUSION 

The  changing  nature  of  international 
system,  which  marked  by  the  end  of  the 
Cold  War,  has  significantly  altered  the 
importance  of  Islam  as  a  political  force  in 
world  politics.  The  growing  influence  of 
Islam  in  world  politics  particularly  since 
the  Iran's  revolution  and  the  demise  of 
communism  had  positioned  Islam  as  the 
'next  threat'  for  the  Western  world. 

The  emergence  of  Islam  as  a  signific- 
ant political  force  has  also  pushed  the 
Western  world  especially  the  U.S.  to  pay 
more  attention  to  potential  and  actual  power 
of  Islam  in  the  creation  of  a  new  world 
order.  There  was  a  strong  tendency  in  the 
Western  world  to  perceive  Islam  as  a  po- 
tential threat  to  the  new  world  order.  The 
misperception  of  Islam  has  also  caused  the 
western  hegemony  in  most  foreign  policy 
issues  of  other  states. 
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Globalization,  Re-structure  and 
Political  Stability:  A  View  from  Jakarta* 

Landry  Haryo  Subianto 


"If  a  man  is  offered  a  fact  which  goes  against 
his  instincts,  he  will  scrutinise  it  closely, 
and  unless  the  evidence  is  overwhelming, 
he  will  refuse  to  believe  it.  If,  on  the  other  hand, 
he  is  offered  something  which  affords  a  reason 
for  acting  in  accordance  to  his  instincts, 
he  will  accept  it  even  on  the  slightest  evidence." 

Bertrand  Russell,  in  Roads  to  Freedom. 


INTRODUCTION 

AS  THE  latest  buzzword  in  explain- 
ing recent" developments  in  almost 
all  spheres  of  human  life,  "global- 
ization* has  consequently  been  defined 
and  interpreted  in  numerous  ways.  Indeed, 
our  various  attempts  to  define  the  term  are 
now  rather  inflationary.  Contemporary 
scholarly  debates  on  the  concept  clearly 
suggest  that  the  term  "globalization"  would 
simply  mean  different  things  to  different 
people.1  Thus,  no  one  would  seemingly 
deny  that  so  far  there  has  been  no  agree- 
ment among  scholars  on  what  globaliza- 
tion really  means,  and  more  importantly  on 


*  Paper  presented  at  the  Tenth  Meeting  of  CSCAP 
CCS  Working  Group,  Shanghai,  29-30  October  2001. 

1See  Rizal  Sukma,  'The  Security  Problematique 
of  Globalization  and  Development:  The  Case  of 
Indonesia*,  paper  prepared  for  Globalization  Task 
Force,  DSSEA  Project,  Jakarta,  June  2001,  3. 


how  it  works.  One  scholar  maintains  that 
"students  of  international  relations  have 
been  trying  to  come  to  grips  with  the 
myriad  international  economic  and  polit- 
ical changes  which  appear  to  characterise 
globalization,  finding  that  there  are  perhaps 
as  many  meanings  as  there  are  analysts."2 
Thus,  as  another  scholar  arguably  states 
that  realizing  the  potential  difficulty  in  pro- 
posing the  most  plausible  and  acceptable 
definition  of  globalization,  therefore,  any  at- 
tempt to  generalize  the  meaning  of  global- 
ization at  this  stage  of  theoretical  develop- 
ment is  futile  and  not  desirable.3 

At  minimum,  however,  globalization 
simply  refers  to  economic  globalization.  In 
that  context,  globalization  has  been  treated 
almost  akin  to  economic  interdependence, 
covering  increased  trade  and  capital  flows.4 
At  the  other  end,  globalization  is  also  seen 


Claire  Turenne  Sjolander,  'The  Rhetoric  of 
Globalization:  What's  in  a  Wor(l)d?,'  International 
journal  LI,  no.  4  (Autumn,  1996):603,  as  quoted 
from  Rizal  Sukma,  'The  Security  Problematique  of 
Globalization  and  Development",  3. 

James  N.  Rosenau,  'The  Dynamics  of  Global- 
ization: Toward  an  Operational  Formulation'  in  Se- 
curity Dialogue  27,  no.  3  (September  1996):  249 
as  quoted  from  Rizal  Sukma,  'The  Security  Problem- 
atique of  Globalization  and  Development*,  3. 

4See  Charles  E.  Morrison  &  Hadi  Soesastro 
(Eds),  Domestic  Adjustments  to  Globalization  (To- 
kyo: JCIE,  1998),  11. 
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as  a  basket  for  everything,  from  popular 
way  of  life,  such  as  that  of  McWorld  (bor- 
rowing Benjamin  R.  Barber's  terminology), 
to  political  homogenization  as  demonstrated 
through  a  series  of  democratisation  projects 
taking  place  mostly  in  post-authoritarian 
countries.  Thus,  it  is  not  difficult  for  us  to 
come  to  an  agreement  that  the  term  of 
globalization  is  yet  well  defined. 

Apart  from  semantic  problem  it  contains 
in  itself,  globalization  is  a  phenomenon  that 
has  already  been  taking  place  since  cen- 
turies ago.5  An  observer  maintains  that 
while  economic  globalization  has  progres- 
sed rapidly  in  the  last  couple  of  decades, 
its  novelty  and  breadth  are  probably  ex- 
aggerated by  the  globalization  literature.6 
However,  as  a  phenomenon,  globalization 
is  beyond  any  doubt  an  inherent  element 
of  modern  politico-economic  and  social  life. 
It  has  become  a  reality,  and  some  even  dare 
to  claim  as  an  unstoppable  and  irrever- 
sible process.  To  be  more  objective,  global- 
ization significantly  and  undeniably  affects, 
and  will  continue  to  colour  our  life  regard- 
less negative  or  positive  impacts  it  may 
pose  upon. 

Henceforth,  this  paper  dares  not  to  im- 
pinge on,  or  contrast  the  evilness  or  virtues 
of  globalization.  Rather,  it  attempts  to  look 
at  the  nature  of  globalization  and  a  pos- 
sible relationship  between  globalization  and 
its  inevitable  consequences  (including 


See  Hadi  Soesastro,  'Globalization,  Develop- 
ment and  Security  in  Southeast  Asia:  An  Overview*, 
a  paper  presented  at  Public  Seminar  &  Workshop 
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organised  by  CSIS-KAS,  Jakarta  7-8  March  2001,  1. 

6See  Nicholas  Van  De  Walle,  'Economic  Global- 
ization and  Political  Stability  in  Developing  Coun- 
tries* report  of  Project  on  World  Security  (NY:  Rocke- 
feller Brothers  Fund,  Inc,  1998)  p.  17. 


some  possible  domestic  economic  and  po- 
litical adjustments),  and  the  political  stab- 
ility. To  highlight  the  discussion,  the  nexus 
between  globalization  and  stability  —that  is 
often  debated—  will  also  be  presented. 

The  aim  of  this  paper  is  threefold.  First, 
it  will  examine  the  nature  of  globalization, 
especially  in  developing  countries,  includ- 
ing its  general  impacts  on  domestic  socio- 
political and  economic  structure.  Second, 
it  attempts  to  analyze  the  conjunction  be- 
tween core  determinants  of  political  stability 
of  a  state,  and  the  restructuring  process 
posed  by  globalization.  Thirdly,  the  paper 
tries  to  propose  some  final  thoughts  through 
which  agenda  for  action  could  be  for- 
mulated. 

THE  NATURE  OF  GLOBALIZATION 

Some  Contending  Perspectives  and 
Responses 

Indeed,  there  is  no  agreement  yet  on 
what  constitutes  globalization.  Perhaps, 
there  will  not  be  any  in  the  future.  It  is  a 
politically  contested  concept  to  describe 
a  multifaceted  phenomenon.  For  some 
among  us,  globalization  is  project  driven 
by  the  multi-  and  trans-national  corporat- 
ions and  international  institution(s)  lead  by 
the  World  Bank,  the  IMF  and  the  WTO  to 
further  their  agenda  for  a  global  free  market 
they  dominate  and  control.  As  such,  global- 
ization has  to  be  challenged  and  resisted. 
Hence,  for  some  others,  globalization  is 
more  a  process  that  is  open  ended,  and 
transforming  our  societies  in  every  part  of 
the  world.  At  this  point,  societies  and  com- 
munities are  struggling  to  cope  with  chal- 
lenge and  transformation  engendered  by 
globalization.  But  for  both  extremes,  the 
pros  simply  define  globalization  as  a  means 
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to.  modernity,  thus  improving  the  quality  of 
life,  whereas  the  cons  simply  perceive  it 
as  a  vehicle  of  developed-rich  countries/ 
communities  to  keep  the  less-developed/ 
poor  at  their  current  status,  or  even  poorer. 

Jim  Mittelman  (1994)  argues  that  "global- 
ization is  crucial  to  understanding  interna- 
tional political  economy,  for  it  directs  at- 
tention to  fundamental  changes  underway 
in  the  post  Cold-War  era".7  The  manifestat- 
ions of  globalization,  as  he  understood,  in- 
clude the  spatial  reorganisation  of  product- 
ion, the  interpenetration  of  industries  across 
borders,  the  spread  of  financial  markets,  the 
diffusion  of  identical  consumer  goods  to 
distant  countries,  massive  transfers  of  popu- 
lation within  the  South  as  well  as  from  the 
South,  and  the  East  to  the  West,  resultants 
conflicts  between  immigrants  and  estab- 
lished communities  in  formerly  tight-knit 
neighbourhoods,  and  an  emerging  world- 
wide preference  for  democracy.  In  short, 
the  world  society  is  entering  a  new  era  in 
relationship  between  power  and  division  of 
labour,  and  what  sets  the  context  of  con- 
flict and  co-operation  in  the  post-Cold  War 
period  is  an  integrating  and  disintegrating 
process  known  as  globalization.8  State,  as 
well  as  communities,  must  deal  with  the  pro- 
cess in  a  delicate  way.  Concerted  policy  and 
response  is  indeed  crucial  at  this  point. 

Globalization  can  be  understood  within 
two  different  sets  of  contexts  or  frameworks. 
As  globalization  is  often  juxtaposed  as  a 
depiction  of  current  reality,  thus,  it  can  be 
seen  as  both  an  evolving  structural  cond- 
ition of  the  world  economy,  and  a  con- 


See  James  N.  Mittelman,  'The  Globalization 
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World  Quarterly  15,  no.  3,  (1994):  427-442. 
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scious  national  policy  (as  defined  by  Amitav 
Acharya).  In  a  more  or  less  similar  categor- 
isation, globalization  should  be  understood 
both  as  a  description  of  a  state  of  affairs 
and  a  prescription  for  strategy  and  policy. 
In  many  countries,  globalization  (as  a  pol- 
icy or  strategy)  is  a  consequential  response 
to  globalization  (as  a  condition  or  state  of 
affairs).9  It  is  in  the  policy  context  that 
globalization  often  creates  confusion,  and 
even  socio-political  as  well  as  economic 
instability. 

Moreover,  there  will  be  at  least  two  pos- 
sible options  for  the  governments  in  re- 
sponding to  globalization:  to  participate,  or 
to  difect.  To  participate  means  that  govern- 
ments jump  in  and  ride  the  wave  of  global- 
ization, while  defecting  simply  means  to 
avoid  or  even  reject  the  process.  For  those 
who  are  willing  to  participate,  they  will 
be  compelled  to  proceed  with  some  adjust- 
ments, which  by  and  large  will  also  affect 
their  state  of  stability.  And  there  are  two 
possible  outcomes  that  may  emerge  from 
adjustments:  states  become  more  prosperous, 
and  thus  stable;  or  it  fails  riding  the  wave, 
and  consequently,  its  domestic  state  of 
affairs  is  badly  affected. 

Despite  the  fact  that  globalization  com- 
prises various  dimensions,  from  the  least  to 
the  most  sensitive  issues  such  as  economic 
and  political  affairs,  hence,  countries  tend 
to  put  more  attention  to  economic  realm, 
while  being  more  cautious  in  regard  to 
globalization  in  cultural,  social  and  polit- 
ical spheres.  That  is  partly  due  to  the  im- 
mediate measurable  effects  that  can  be 
brought  by  the  modern  state  of  world  eco- 


See  Hadi  Soesastro,  "Globalization,  Develop- 
ment and  Security  in  Southeast  Asia:  An  Overview*, 
3. 
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nomic  paradigm  in  which  capital,  inform- 
ation and  other  forms  of  inputs  are  seen  as 
highly  movable  across  borders,  and  in 
many  cases  leaving  significant  impacts  that 
might  affect  other  sectors  within  a  country. 

Furthermore,  both  as  concept  and 
phenomena,  globalization  is  often  critically 
confronted  with  traditional  existence  and 
role  of  the  state.  Many  states  or  govern- 
ments understandably  feel  being  threatened 
by  the  process  of  (economic)  globalization. 
Much  of  their  anxiety  rests  on  the  per- 
ception that  globalization  may  reduce  their 
authority  and  legitimacy  in  exercising  their 
power.  Common  sense  suggests  that  it  is  in 
the  interests  of  both  big  multinationals  and 
developed  economies  to  promote  and  foster 
globalization,  and  adversely  governments 
of  developing  nations  would  rather  be  re- 
sistant to  this  particular  idea,  precisely  be- 
cause as  the  world  becomes  more  global- 
ized, territorial  borders  that  mark  one 
state's  authority  will  be  diminished,  if  not 
at  all  wiped  off.  As  this  may  be  the  case  in' 
certain  part  of  the  world,  yet,  evidences 
show  that  (South)  East  Asian  states  experi- 
ence the  opposite,  especially  in  economic 
field. 

According  to  Soesastro  (2001),  while  for 
Southeast  Asian  globalization  is  definitely  a 
totally  new  experience  because  all  countries 
in  this  sub-region  (with  the  exception  of  Thai- 
land) are  young  nation  states,  having 
gained  independence  only  within  the  past 
half  a  century,  and  thus  integrity  of  nation 
state  is  a  primary  concern,  nevertheless,  it 
is  not  business  community  that  has  been 
at  the  forefront  of  the  globalization  pro 
cess.10  Rather,  as  he  contends,  the  govern- 


ed. 


ments  have  been  the  initiator  and  promote 
of  economic  globalization  as  they  ador. 
policies  aimed  at  integrating  their  ecc 
nomies  into  the  world  economy,  initiall 
through  export-oriented  development,  sur. 
ported  by  increased  used  of  foreign  direc 
investments.  By  adopting  this  policy  c 
globalization,  which  is  undertaken  in  tar 
dem  with  a  policy  for  promoting  regions 
economic  co-operation,  governments  pla 
an  interlocutory  role,  which  on  the  om 
hand  manage  the  integration  of  nationa 
economy  and  on  the  other  introduce  anc 
even  foster  the  process  of  globalization.  Ii 
this  regard,  domestic  adjustment-which  fo 
many  it  is  often  referred  to  as  restructurinj 
process-is  becoming  an  important  concept 
and  serves  as  a  policy  response  by  the  gov 
ernments. 

Moreover,  Soesastro  (1998)  distinctly  de 
lineates  two  types  of.  adjustments  that  gov 
ernments  of  ASEAN  (especially  the  oldei 
members)  normally  undertake  namely:  first- 
order,  and  second-order  adjustments.11 
First-order  adjustments  involve  the  process 
of  opening  up  the  economy  to  the  force* 
of  globalization.  By  design,  these  adjust- 
ments are  undertaken  to  enhance  the  eco- 
nomy's international  competitiveness,  which 
they  believe  is  a  prerequisite,  and  to  some 
extent  the  basic  tenet  for  taking  part  in  and 
fully  benefit  from  globalization.  It  is  also 
believed  that  competitiveness  would  in- 
crease attractiveness,  which  in  turn  would 
make  these  economies  a  production  plat- 
form for  global  market.  As  an  assessment, 
until  the  onset  of  the  crisis  it  is  generally 


See  Hadi  Soesastro,  'Domestic  Adjustments 
in  Four  ASEAN  Economies,*  in  Charles  E.  Morrison 
&  Hadi  Soesastro  (eds.),  Domestic  Adjustments 
to  Globalization,  24-36. 
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accepted  that  these  countries  have  been 
rather  successful  in  undertaking  their  first- 
order  adjustments. 

Meanwhile,  second-order  adjustments 
simply  refer  to  the  adjustment  process  the 
governments  undertake  in  alleviating,  over- 
coming or  at  least  minimising  the  negative 
impacts,  which  might  be  posed  by  the  first- 
order  adjustments.  At  this  point,  coping 
with  these  domestic  social  and  political 
impacts  of  globalization  by  formulating 
specific  policy  responses,  constitute  second- 
order  adjustments.12  This  second-order 
is  considerably  as  important  as  the  first 
one  as  participation  in  globalization  must 
be  compatible  with  a  country's  domestic 
social  and  political  stability.  It  must  be 
stressed  that  the  process  of  integration  into 
the  global  economy  should  not  result  in 
domestic  social  and  political  disintegration. 
Equally  important,  the  need  and  urgency 
to  perform  the  second-order  adjustments 
will  be  greater  for_societies  that  are  most 
heterogeneous. 

Here  lies  the  problem.  Governments  in 
this  particular  part  of  the  world,  and  pro- 
bably in  many  other  areas,  have  given  at- 
tention and  efforts  mostly  to  the  first- 
order  adjustment,  and  conversely  have  been 
less  successful,  beyond  the  rhetoric  in  re- 
sponding to  the  need  to  undertake  the 
second-order.  In  other  words,  their  global- 
ization policy  as  a  response  to  globalization 
has  been  pursued  partially.  At  this  point, 
government  is  central  in  making  global- 
ization becoming  much  friendlier  with  its 
domestic-rather  traditional/contained  com- 
munities. 


12lbid. 


RESTRUCTURING  PROCESS  IN  DE- 
VELOPING-WORLD  COUNTRIES 

Understanding  the  Problems 

While  we  could  temporarily  agree  that 
restructuring  process  is  both  response  to,  as 
well  as  demands  from  external  and  internal 
circumstances,  discussion  on  the  issue  of 
restructure  or  restructuring  that  presumably 
posed  by  globalization  would  entail  several 
core  questions.  What  is  restructuring?  Why 
and  how  do  the  governments  undertake 
their  restructuring  process?  How  successful 
are  they  in  conducting  the  process?  What 
are  the  constraints?  Finally,  what  are  the 
real  implications  of  the  process  on  overall 
political  stability?  In  other  words,  what  is 
the  relationship  between  restructuring  and 
political  stability? 

To  begin  with,  it  is  admitted  that  restruc- 
turing is  a  complex  term  whose  meaning  is 
not  always  clearly  articulated.  However,  a 
scholar  contends  that  "restructuring  is  meant 
to  convey  a  break  in  secular  trends  and 
shift  towards  a  significantly  different  order 
and  configuration  of  social,  economic  and 
political  life."13  While  this  is  a  highly  de- 
batable definition,  it  is  relatively  clear  that 
restructuring  covers  two  fundamental  items: 
(1)  object  i.e.,  the  existing  structure;  and,  (2) 
activities,  i.e.,  a  process  of  adjustment.  Thus, 
restructuring  is  an  effort  to  re-arrange  or  to 
adjust  the  existing  structure,  organization, 
or  formation.  Indeed,  it  encompasses  a  set 
of  dimensions,  widely  ranging  from  non- 
economic  to  economic  areas.14  It  has 


See  Robert  A.  Beaugard,  eds,  Economic 
Restructuring  and  Political  Response  (New  York: 
Sage  Publications,  2000),  212. 

See  I  Ketut  T.  Mardjana,  'Public  Enterprise 
in  Indonesia:  Restructuring  or  Privatisation?"  in 
The  Indonesian  Quarterly  XXI,  no.  1  (1993):  49-71. 
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been  commonly  understood  that  in  the  light 
of  economic  crisis,  the  term  economic  re- 
structure is  becoming  so  popular,  even 
among  people  on  the  street.  It  comprises 
structural  changes  in  financial  and  industrial 
sectors,  including  the  labour  relations. 
Despite  all  forms  of  structural  adjustments, 
the  basic  tenets  that  normally  underline 
the  process  are  transparency,  efficiency, 
equality,  and  democratic  selection. 

Restructuring  process  in  relation  with 
globalization  is  always  faced  with  two 
immediate  constraints,  namely:  (1)  our 
understanding  on  globalization  and  its 
socio-political  as  well  as  economic  impact, 
and;  (2)  critical  shortcomings  in  undertaking 
the  restructuring. 

Staunchest  critics  of  glcbalizaticr.  often 
highlights  the  limitation  globalization  con- 
tains in  itself.  They  have  a  powerful  list  con- 
taining the  weaknesses  lied  in  the  process. 
Even  they  are  convinced  that  globalization 
is  merely  a  myth,  both  in  terms  of  its  over- 
exaggerated  historical  and  logical  explan- 
ations, and  in  a  more  equitable  welfare 
it  promises.  Instead,  globalization  often 
affect  political  stability  of  a  nation  state  in 
a  negative  -  if  not  harmful  way.  Among 
many  criticisms  towards  globalization,  three 
are  frequently  cited,  namely:  (1)  it  promotes 
social  inequality;  (2)  it  fosters  economic  vo- 
latility; and,  (3)  it  undermines  state  sover- 
eignty.15 It  is  through  this  three  core  mech- 
anisms that  (economic)  globalization  could 
possibly  negatively  affect  the  political 
stability  of  a  state. 


15See  Nicholas  Van  De  Walle,  "Economic 
Globalization  and  Political  Stability  in  Developing 
Countries,*  17. 


Globalization  and  Social  Inequality: 
What  is  the  Reality? 

Opponents  to  globalization  could  easily 
provide  us  with  a  set  of  convincing  data 
containing  the  basic  information  as  to  how 
mankind  has  been  more  sharply  divided 
over  these  years  notably  if,  among  many 
other  things,  measured  by  their  welfare,  and 
access  to  basic  needs.16  On  the  contrary, 
the  proponents  would  tacitly  counter-argue 
the  above  allegations  by  simply  proposing 
a  set  of  data  of  how  globalization  may  in- 
crease the  welfare  of  people,  even  in  the 
poorest  states.  At  the  end,  it  is  all  about 
measurement,  and  methods  of  quantifying. 

In  fact  there  are  two  basic  powerful  ques- 
tions that  one  can  raise  with  regards  to 
the  relationship  between  globalization  and 
social  inequality.  First,  is  it  true  that  global- 
ization harms  the  poor,  or  less-endowed 
people?  And  second,  of  these  two  unequal- 
ising  factors,  economic  integration  and 
technological  progress,  which  is  likely  to 
be  more  powerful?17 

Responding  to  the  first  question,  critics 
tend  to  focus  on  the  impact  of  free  trade  and 
FDI  (as  manifestations  of  globalization)  on 
workers.  It  is  often  simply  said  that  free 
trade  and  FDI  may  take  jobs  from  workers 
in  developed  countries  and  give  them  to 
cheaper  workers  in  developing  or  poor 
countries.  Increase  in  local  supply  of  wages 
will  drag  down  other  wages,  whereas 
workers  in  poor  countries  are  drawn  into 


1  An  example  of  this  data  can  be  retrieved  at 
http://www.zmag.org/ZNET.htm 

17These  two  critical  questions  have  also  been 
raised  in  'Globalization  and  Its  Critics:  A  Survey 
of  Globalization,*  in  The  Economist,  29  September 
2001. 
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jobs  that  exploit  them  through  low  salary. 
Objectively,  it  must  be  admitted  that  even 
the  staunchest  proponents  of  globalization 
could  not  deny  that  globalization  makes 
some  workers  worse-off  while  making  some 
others  better  off. 

In  that  regard,  (economic)  globalization 
has  led  to  predictions  of  "a  race  to  the 
bottom",  in  which  governments,  driven  by 
ultimate  motive  to  promote  competitive- 
ness, are  voluntarily,  or  forced  to  allow 
progressive  erosion  of  wages  and  labour 
standards  in  accommodate  market  forces. 
The  end  result  is  an  increase  in  inequality 
both  within  and  across  nations,  and  thus 
will  easily  end  up  at  social  and  political 
tensions. 

However,  in  responding  to  this  ques- 
tion, and  in  conjunction  with  the  second 
one,  proponents  of  globalization  would 
suggest  that  there  is  little  empirical  evidence 
to  support  the  predicted  link  between  global- 
ization and  the  rising  inequality  within  de- 
veloping countries,  without  reference  to  any 
other  mediating  factors.  It  is  believed  that 
growing  political  instability  is  due  to  the 
fact  that  although  overall  inequality  is  not 
growing,  yet,  "inter-group"  inequality  is 
growing,  and  that  is  destabilizing.  This  is 
partly  due  to  the  government's  mismanage- 
ment in  handling  the  fair  distribution  of  in- 
come and  revenue. 

But,  there  is  a  critical  point  that  needs 
to  address.  If  "inter-group"  inequality  exists, 
as  admitted  by  both  the  pros  and  cons, 
thus,  what  causes  its  existence?  Perhaps, 
rather  than  blaming  the  government  on 
its  frequently  accused  mismanagement,  the 
real  problem  is  that  globalization  could 
not,  or  is  yet  able  to,  solve  the  problems 


of  marginalisation  of  the  poor,  especially 
those  who  are  less-endowed  due  to  mini- 
mum skills  they  posses,  a  very  limited  ac- 
cess to  information  and  technology,  or  in- 
diginousness,  i.e.,  language  barriers,  culture 
and  norms.  This  is  the  challenge  for  global- 
ization. And  as  rightly  written  in  The  Eco- 
nomist, technology  matters.18  Several 
studies  estimate  that  technology  is  indeed 
much  more  powerful  driver  of  inequality. 
The  problem  is  how  globalization  can 
channel  the  transfer  of  technology,  and  this 
has  been  the  constant  bombardment  of 
pessimists  and  critics  alike. 

Globalization  and  Economic  Volatility: 
"Money  is  the  Worst  Coward"19 

Economic  volatility  in  the  light  of  re- 
cent Asian  financial  crisis  is  frequently  juxt- 
aposed with  the  speedy  movement  of  cap- 
itals from  one  unsound  economy  to  that  of 
a  more  reliable  one.  What  constitutes  vol- 
atile or  stable  economies  is  indeed  openly 
debatable.  Some  economists  would  argue 
that  sound  macro-fundamental  is  the  core 
determinant,  whereas  some  political- 
economists  would  argue  that  an  economy's 
state  of  stability  matters  more.  In  fact,  one 
thing  is  for  sure  that  money  is  perhaps  the 
worst  of  all  types  of  cowards  that  exists  in 
our  lexicon.  Small  issue,  whatever  it  may 
be,  which  is  conceived  as  a  disturbance, 
would  definitely  trigger  the  exit  of  money 
from  one  economy  to  the  others. 


See  "A  Survey  of  Globalization,*  The  Eco- 
nomist, 29  September  2001,  3-30. 
1 9 

The  author  wishes  to  thank  the  former  Indone- 
sian Ambassador  to  Australia,  Wiryono  Sastrohan- 
doyo,  for  sharing  with  him  the  term  'money  is  the 
worst  coward". 
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Recent  crisis,  however,  gives  us  several 
lessons  widely  ranging  from  how  to  manage 
macro-  and  micro-economic  regulations  to 
the  importance  of  safety  nets  at  domestic, 
regional,  and  even  at  global  levels.  Many 
affected  countries  were  forced  to  accept 
the  internationally  designed  formula  led  by 
various  1 F Is,  in  order  to  end  their  suffering. 
This  implies  some  conditionalities,  which 
include  austere  economic  reforms,  and 
practice  of  good  governance. 

But  the  biggest  lesson  of  all  is  perhaps 
that  economic  crisis  served  as  a  blessing 
in  disguise  in  a  sense  that  if  globalization  is 
seen  as  one  of  the  causing  factors  of  cri- 
sis, thus  it  reveals  the  fact  that  many  govern- 
ments in  this  particular  part  of  the  world 
have  failed  to  manage  the  second-order 
adjustments.  Governments,  while  strive  for 
the  integration  of  national  economy  to  the 
global  economy,  fail  to  prepare  and  to  adapt 
or  to  transform  its  economy  appropriate  to 
the  international  standards  and  requirements. 

Globalization  and  State  Sovereignty: 
Re-inventing  the  State? 

In  Ohmae's  view  (1995),  as  a  result 
of  "fundamental  changes"  in  the  world  eco- 
nomy, "nation  states  have  already  lost  their 
role  as  meaningful  units  of  participation  in 
the  global  economy  of  today's  border- 
less world."20  As  this  is  perhaps  the 
strongest  statement  from  a  staunchest  pro- 
ponent of  globalization,  some  would 
simply  find  it  a  wishful  thinking  -  if  not  at 
all  a  flawed  argument.  Clearly,  such  a  stand- 
point seems  to  over  simplify  the  reality,  at 
least  in  this  point  in  time.  Moreover,  many 


20See  Kenichi  Ohmae,  The  End  of  the  Nation 
State  (N.Y.:  The  Free  Press,  1995),  II. 


also  believe  that  if  that  is  the  case  in  some 
part  of  the  world,  hence,  we  will  need 
another  century  or  two  before  Ohmae's  pro- 
phecy becomes  reality  in  the  third-world 
states. 

As  a  reminder,  modern  state  is  a  relat- 
ively recent  phenomenon,  and  that  sover- 
eignty in  its  modern  form  is  a  highly  dis- 
tinctive political  claim  to  exclusive  control 
of  a  definite  territory  and  to  legitimately 
exercise  authority  and  power  upon  it.  In 
third-world  countries,  such  a  claim  is  often 
ascribed  through  a  long  painful  struggle  for 
independence  from  their  colonials.  Thus, 
many  reckon  that  third-world  countries  are 
not,  and  will  not  be  willing  to  relinquish 
and  sacrifice  their  most  valuable  posses- 
sion albeit  its  rhetoric.  And  that  is  the  often 
sacredly  guarded  concept  of  sovereignty. 

Yet,  contemporary  views  on  state's  sover- 
eignty would  suggest  that  the  term  "sover- 
eignty" is  as  vague  as  globalization.  Never- 
theless, Stephen  Krasner  (1999)  for  instance 
observes  that  the  term  has  been  used  in  four 
different  ways,  namely  international  legal, 
Westphalian,  domestic,  and  interdepend- 
ence sovereignty.21  At  this  juncture,  per- 
haps globalization  significantly  affects  the 
interdependence  sovereignty,  which  is  de- 
fined as  the  ability  of  public  authorities  to 
regulate  the  flow  of  information,  ideas, 
goods,  people,  pollutant,  or  capital  across 
the  borders  of  their  state.  In  return,  it  must 
be  admitted  that  sometimes,  exchanges  of 
ideas  may  influence  local  citizen  to  be 
more  critical  towards  the  inability  or  inef- 
ficiency of  their  respective  government 
in  running  the  country,  thus,  eroding  the 


2 'Further  explanations  can  be  found  in  Stephen 
D.  Krasner,  Sovereignty:  Organized  Hypocrisy  (N.J.: 
Princeton  University  Press,  1999). 
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domestic  sovereignty.  When  authoritarian 
states  continue  not  to  positively  respond 
to  these  external  and  internal  forces,  and 
keep  on  exercising  out-of-standard  way 
of  governance,  they  will  be  loosing  out 
their  international  legal,  and  at  the  extreme, 
the  Westphalian  sovereignty. 

Nevertheless,  apart  from  that  particular 
side  of  reality,  the  other  side  clearly  shows 
that  state's  capacity  to  totally  dictate  the 
domestic  economic  management  is  signif- 
icantly diminished.  This  has  been  evident  in 
the  recent  case  of  financial  crisis,  in  which 
state  with  the  legitimate  power  it  has  could 
not  prevent  the  outflows  of  capital,  which 
in  return  creates  national  calamity.  "Elec- 
tronic herds"  (in  Tom  Friedman's  definit- 
ion), and  multinationals  could  easily  control 
the  movement,  and  direction  of  money.  In 
the  aftermath  of  economic  crisis,  interna- 
tional institutions  immediately  become  de- 
termining factor  -  if  not  replace  the  central ity 
of  monetary  and  fiscal  authority  of  affected 
economies  by  imposing  a  set  of  recipes, 
which  for  many  was  received  as  bitter  pill. 
It  is  often  aired  that  globalization  strips 
states  in  the  developing  world  of  decision- 
making power  in  various  realms,  most  not- 
ably economic.  But  cases  in  some  countries 
such  as  China,  Malaysia  and  Thailand  are 
exceptional  to  the  above  general  view. 
State,  while  being  challenged  from  within 
and  without,  remains  relatively  independent 
from  any  intrusive  factors. 

Generally,  it  is  not  an  exaggeration  to 
claim  that  perhaps  a  country's  biggest  an- 
xiety vis-a-vis  globalization  is  common 
strong  perception  that  globalization  weakens 
states  by  lessening  the  degree  of  policy  dis- 
cretion available  to  governments  that  want 
to  maintain  sustainable  policy.  As  this  is 
widely  debatable  in  social  and  economic 


spheres,  nevertheless,  if  globalization  is 
seen  as  setting  a  new  standard  for  govern- 
ment, especially  in  authoritarian-turned- 
democratizing  countries  like  Indonesia,  in 
exercising  their  political  policies,  thus,  global- 
ization is  just  as  good  as  it  sounds.  What 
has  been  taking  place  in  this  respective 
country  is  the  so-called  "globalution",  which 
is  referred  to  as  "revolution  from  beyond", 
to  describe  the  inter-connection  of  internal 
and  external  pressures  in  making  the  govern- 
ment more  democratic. 

Reconciling  these  contending  views  is 
not  easy.  However,  as  globalization  affects 
state's  role,  position  and  capacity,  subse- 
quent critical  issue  is  whether  or  not  a 
state  could,  and  is  willing  to  adapt  to  their 
new  changing  internal  and  externa!  situ- 
ations. While  the  globalists  are  rather  pes- 
simistic on  the  state's  learning  capacity 
and  adaptability,  the  statist-camp  is  more 
optimistic.  While  acknowledging  that 
globalization  makes  politics  more  poly- 
centric,  in  terms  of  issues  and  players,  this 
camp  is  convinced  that  "nation  states  should 
be  seen  no  longer  as  'governing'  powers, 
able  to  impose  outcomes  on  all  dimensions 
of  policy  within  a  given  territory  by  their 
own  authority,  but  as  loci  from  which  forms 
of  governance  can  be  proposed,  legitimated 
and  monitored."22  Without  being  omni- 
competent, states  were  compelled  to, 
among  many  others,  distribute  welfare, 
provide  public  goods,  and  establish  law 
and  order  as  well  as  certainty  for  its  citizens 
and  territory.  Thus,  re-structuring  the  state's 


See  Paul  Hirst  and  Grahame  Thompson, 
Globalization  in  Question:  The  International  Eco- 
nomy and  the  Possibilities  of  Governance  (Cam- 
bridge: Polity  Press  in  association  with  Blackwell  Pub- 
lishers Ltd,  1996),  190. 
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old-fashioned  institutions  is  crucial  indeed. 
In  the  longer  run,  this  will  be  a  test  whether 
state  can  survive  the  wave  of  globalization. 

Restructuring  but  Not  Revitalising: 
Root  of  Uncertainty 

Governments  undertake  restructuring 
process  as  a  response  to  exigencies  (de- 
mands and  needs  to  do  so).  These  exigen- 
cies can  possibly  be  posed  by  either  internal 
or  external  situations,  or  a  combination  of 
both.  As  demonstrated  earlier,  restructuring 
is  partially  an  inevitable  consequence  for 
countries  surfing  on  the  wave  of  globaliza- 
tion. Such  an  argument  is  much  more  evi- 
dent in  the  case  of  economic  development. 
That  is  the  simplest  rationale  for  explaining 
why  countries  undertake  structural  adjust- 
ment and  reforms.  It  is  simply  to  pursue 
higher  competitiveness,  thus,  enhance  the 
economy  in  general,  and  simultaneously 
trying  to  avoid,  or  minimise  negative  impacts 
of  globalization  on  domestic  life. 

Indeed,  measuring  the  success  or  failure 
of  a  restructuring  process  is  time-consum- 
ing, and  extremely  difficult.  It  can  perhaps 
be  measured  by  looking  at  the  results  in 
terms  of  changes  in  economic  indicators, 
industrial  performance,  or  the  existence  of 
social  cohesion  and  conflicts.  Explaining 
how  a  restructure  can  be  successful  or 
failed  is  also  equally  difficult.  Indonesian 
experience  showed  that  before  the  crisis, 
all  measurable  benchmarks  indicated  no 
signal  for  crisis.  Political  stability  was  over- 
whelmingly well  managed,  thus  boosting 
the  economy  to  grow  at  an  incredible  rate. 
Yet,  crisis  occurred  and  opened  our  eyes 
that  explanation  on  a  success  or  failure  of 
restructuring  process  involves  more  than 
just  tangible  measurements. 


Specifically  in  the  case  of  Indonesia,  the 
success  of  current  multi-dimensional  re- 
structuring efforts  and  policies,  which  were 
largely  seen  as  -one  way  or  another-  a  result 
of  the  nation's  growing  dependent  on  ex- 
ternal resources,  will  really  determine  the 
general  attitude  of  Indonesian  societies  to- 
wards the  globalization.  So  far,  many  Indo- 
nesians harshly  see  and  feel  globalization 
in  a  vague  way.  On  the  one  hand,  they 
contend  that  globalization  positively  con- 
tributes to  the  betterment  of  political  life  by 
allowing  democracy  to  enter  our  politics.  Po- 
litical authority  responded  by  re-structuring 
political  process  and  institutions  in  the 
country.  Indeed,  insufficient  understanding 
on  what  constitutes  democracy  creates 
serious  political  problems  that  lead  to  so- 
cial and  political  unrest,  thus,  destabilizing 
political  stability.  Hence,  many  see  current 
political  stability  as  temporary  in  nature, 
which  in  the  longer  run  will  contribute  to 
the  political  betterment  in  Indonesia. 

On  the  other  hand,  re-structuring  process 
in  economic  field  is  prone  to  harsher  de- 
bates. Economic  recovery,  manifested  in  a 
series  of  reforms,  has  affected  people's  life 
in  a  direct  way.  For  instance,  reforms  as  sug- 
gested by  the  IFIs  suggest  that  government 
must  reduce  -if  not  abandon  at  all-  its  sub- 
sidy on  energy,  and  agriculture.  Without  a 
strong  initial  foundation,  lack  of  public  con- 
sultation, and  acceptable  alternative  mechan- 
ism, the  abandonment  of  subsidy  simply 
means  triggering  riots,  because  the  poor 
feels  abandoned  and  left  behind.  At  this 
point,  political  stability  is  inevitably  dis- 
turbed. Similar  cases  can  be  found  in  other 
sectors.  A  reckless  industrial  re-structuring 
process  from  agricultural  to  manufacturing 
sectors  may  drive  millions  of  farmers  away 
from  their  jobs  and  so  forth.  It  ail  potenti- 
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ally  leads  to  social  and  political  instability, 
especially  in  an  opening  up  and  demo- 
cratising society  in  which  government  can 
no  longer  use  their  "ultimate  legitimacy" 
to  exercise  power  upon  their  citizens  in 
an  unmannerly  way. 

But  the  real  question  is:  does  restructure 
posed  by  globalization  really  affect  (po- 
litical) stability?  To  answer  this  question, 
one  must  take  into  account  the  fact  that 
political  stability  of  a  state  is  determined 
by  many  inter-related  factors  both  dom- 
estically and  internationally.  Yes,  both  the 
success  and  failure  of  a  restructuring  pro- 
cess will  definitely  affect  national  stability 
in  many  ways.  But,  restructure  is  merely  a 
medium  between  which  political  stability, 
and  general  socio-economic  as  well  as  po- 
litical factors  interact.  Above  all,  economic, 
political  and  other  dimensions  of  state's 
structures,  while  important,  are  merely  a 
static  body.  It  is  human  and  his/her  attitude 
and  mindset  that  determine  whether  or  not 
a  structure  could"l;nhance  development, 
thus,  ensuring  national  stability.  Therefore, 
without  empowering  the  human  resources, 
and'  more  importantly,  without  changing 
their  attitude  and  state  of  mind  -or  "revital- 
izing the  men/women  behind  structure"  as 
it  may  be  called-  thus,  restructuring  will 
remain  a  rhetoric. 

Restructuring  is  a  very  delicate  process, 
and  even  more  difficult  and  dangerous  to 
be  undertaken  in  a  democratizing  country. 
Many  cases  demonstrate,  especially  in  Indo- 
nesia, that  whenever  failures  occur  (meas- 
ured by  irregularities  and  public  unrest), 
public  has  a  common  tendency  trying  to 
find  something  to  blame.  Normally,  they 
blame  the  government  for  government's  in- 
ability to  handle  the  process.  State  and 
particularly  government  were  victimized  by 


these  people,  partly  because  both  are  con- 
sidered incapable,  slow,  and  corrupt,  or  be- 
cause public  just  simply  needs  an  object 
to  express  their  frustration. 

But  many  also  blame  globalization  as 
the  source  of  failure,  and  therefore  source 
of  domestic  instability.  In  some  sectors,  in- 
deed pressure  imposed  upon  domestic  auth- 
ority, i.e.,  government  to  undertake  a  re- 
structuring process  is  simply  unbearable  and 
cannot  be  realized  because  of  its  lack  of 
technical  know-how,  unprepared  and  un- 
informed societies,  and  moral  hazard  or 
legal  uncertainty.  At  this  point,  sensitivity 
and  knowledge  of  international  bodies 
(which  is  simply  perceived  by  the  public 
as  representation  of  globalization)  on  local 
context  and  complexity  sometimes  seem 
to  be  insufficient.  There  is  a  wide  gap  be- 
tween the  capacity  and  demand,  which  is 
not  addressed  seriously  so  far  by  actors 
within  and  outside  a  nation  state.  This  prob- 
lem creates  serious  constraints  that  may  in- 
hibit the  success  of  overall  restructuring, 
and  thus,  badly  affecting  stability. 

All  in  all,  to  answer  the  delicate  question 
on  the  relationship  between  restructure 
brought  by  globalization,  and  political  stab- 
ility, one  must  take  into  account  the  (in- 
itial) conditions  and  context  within  which 
restructure  is  undertaken.  These  two  factors 
really  determine  the  mechanism  through 
which  political,  and  national  stability  can 
be  established  and  maintained.  How  people 
perceives  globalization,  how  governments 
respond  to  it,  how  they  govern  the  country, 
and  how  well  endowed  a  country  and  its 
people  are,  are  some  of  the  core  deter- 
minants that  really  affect  the  relationship  be- 
tween restructure  posed  by  globalization 
and  stability. 
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CONCLUDING  REMARKS 
Defining  the  Role  of  State 

Tensions  between  the  pros  and  cons 
of  globalization  will  continue  to  exist  for 
many  more  decades.  The  defining  line 
would  be  determined  by  two  "whethers": 
(1)  whether  or  not  globalization,  or  its 
proponents,  could  immediately  address  the 
issue  of  inequality  it  potentially  creates, 
especially  with  the  less-endowed  society, 
and  (2)  whether  state's  authorities,  i.e., 
government  can  formulate  its  new  role 
concomitant  to  the  current  exigencies. 

Indeed,  restructuring  is  one  possible  re- 
sponse the  government  could  make.  Ob- 
viously, changing  the  structure  is  ne- 
cessary, albeit  insufficient.  As  pointed 
earlier,  governments  are  supposed  to  be 
the  agent  of  development,  because  they 
possess  a  direct  connection  with  both  their 
respective  territory  and  the  people.  Thus, 
states  -although  often  accused  as  loosing 


out  its  importance  and  relevance,  and  there 
fore  should  be  removed-  are  compelled  tc 
provide  basic  service  to  its  subjects.  Re 
structuring  is  one  alternative  to  the  better 
ment  of  government's  deliverability. 

In  this  age  of  high  competition,  realizing 
that  there  is  a  wide  gap  between  the  well- 
and  less-endowed  groups  within  and  across 
the  states,  thus,  perhaps  providing  gooc 
(basic),  education,  and  ensuring  general  wel- 
fare and  protection  mechanism  for  its  citi- 
zens are  two  pressing  and  immediate  roles 
that  states  have  to  perform  in  a  good  and 
clean  manner.  There  should  be  no  irregular- 
ities in  practice,  which  are  mostly  rooted 
from  the  widespread  moral  hazards  of  its 
elite  and  apparatuses.  If  it  were  said  that 
state  and  its  role  should  be  cut  to  a  mini- 
mum one,  perhaps  these  two  are  the  mini- 
mum. Indeed,  this  is  the  ideal  scenario. 
But,  again,  living  in  a  world  of  reality  is 
sometimes  depressing,  because  this  is  yet 
the  case  in  many  countries. 
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ASEAN  and  the  Future  of 
Southeast  Asian  Regionalism 

Leszek  Buszynski 


INTRODUCTION 

THERE  is  no  doubt  that  ASEAN  is 
facing  the  challenge  of  demonstrat- 
ing its  relevance  in  the  future.  Con- 
ceived jn  August  1967  as  a  grouping  of 
Southeast  Asian  foreign  ministers,  ASEAN 
soon  proved  its  value  to  the  region  as  a 
diplomatic  coordinating  body  when  super- 
power rivalry  intruded  into  the  region  over 
the  Cambodian  conflict  of  the  1980s.  During 
that  time  ASEAN  countries  resisted  the  tempt- 
ation 10  break  with  the  negotiated  con- 
sensus and  preserved  their  unity  over  a 
threat  that  could  have  destroyed  their 
organization  and  fragmented  the  region. 
ASEAN's  reputation  was  founded  upon  the 
success  of  the  1980s  when  negotiation 
mechanisms  were  elaborated  and  organiza- 
tional cohesion  was  strengthened.  In  the 
1990s,  however,  ASEAN  experienced  a  re- 
direction away  from  its  diplomatic  and  se- 
curity functions  with  the  concomitant  loss 
of  focus.  The  question  that  arises  now  is 
whether  ASEAN  has  a  purpose. 

The  issue  arises  because  of  several 
developments.  One  is  that  ASEAN  has  em- 
ployed economics  as  its  major  function  to 
ensure  its  cohesion  over  the  long  term  and 


it  has  faced  conflicting  pressures  genera- 
ted by  two  different  conceptions  of  region- 
alism as  a  consequence.  Economic  regional- 
ism is  open  and  inclusive  and  is  defined  in 
terms  of  trade  and  investment  patterns 
rather  than  geography.  If  this  were  ASEAN's 
main  purpose,  it  should  be  excessively 
limited  to  one  region  to  be  effective  as 
major  trade  and  investment  partners.  There- 
fore, other  partners,  such  as  the  US,  Japan 
and  the  EU,  are  to  be  excluded.  If  ASEAN 
intends  to  transform  itself  into  economic 
regionalism,  it  needs  to  assume  functions 
that  can  be  better  undertaken  by  other 
groupings,  such  as  APEC  or  the  WTO.  A 
purely  Southeast  Asian  grouping  of  states 
would  be  too  restricted  to  be  engaged 
successfully  in  economic  regionalism  in 
which  case  it  would  be  necessary  to  create 
wider  groups  that  would  also  embrace 
major  trade  and  investment  partners. 

The  second  development  has  been 
the  expansion  of  membership  from  the 
original  five  plus  Brunei  to  ten  within  the 
period  of  1995-1999.  The  original  five 
members  all  experienced  similar  stages  of 
growth  and  development  as  market  eco- 
nomies which  moved  from  agricultural 
and  commodity  production  characteristic 
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of  the  1960s  to  exports  of  manufactured 
goods  in  the  1980s  and  1990s.  Brunei  is  a 
very  special  case,  as  it  has  depended  upon 
oil  and  natural  gas  production.  The  add- 
ition of  Vietnam  in  1995,  Laos  and  Myan- 
mar  in  1997,  and  Cambodia  in  1999  sat- 
isfied ASEAN  leaders'  vision  of  a  united 
Southeast  Asia  but  engendered  the  problem 
of  the  integration  of  two  disparate  sections 
with  different  economic  and  political  trad- 
itions. The  new  entrants  are  typically  auth- 
oritarian systems  dominated  by  a  party  elite 
or  the  military  where  economies  are  tightly 
controlled  by  the  state.  The  apparent  unity 
of  ASEAN  marks  very  deep  divisions  be- 
tween these  two  regional  sections  over  eco- 
nomic liberalization  and  political  reform.1 

ASEAN  ir.deed  is  torn  between  its  ori- 
ginal definition  as  a  regional  organization 
specific  to  and  representative  of  South- 
east Asia  and  its  newly  acquired  economic 
functions.  The  better-developed  members, 
such  as  Singapore  and  Thailand,  have 
emphasized  the  organization's  economic 
functions;  and,  they  have  seen  ASEAN's 
future  in  terms  of  the  assumption  of  a 
greater  array  cf  economic  and  financial 
tasks.  For  them  ASEAN  economic  re- 
gionalism is  too  limited  and  restrictive 
and  should  serve  the  purpose  of  prepar- 
ing members  for  participation  in  the 
global  economy.  For  ideological  reasons 
Malaysia  has  insisted  upon  a  Southeast 
Asian  identity  for  ASEAN,  a  view  which 
has  been  characteristic  of  Mahathir  whose 
vision  of  a  united  region  motivated  him 
to  expand  its  membership  in  the  1990s. 
Indonesia  has  similarly  adopted  a  regional 
approach  towards  ASEAN  as  an  organiza- 
tion that  is  central  to  its  security,  parti- 


cularly in  the  post-Suharto  era  whe 
apprehension  has  been  triggered  by  th 
prospect  of  Indonesia's  disintegration, 
the  major  emphasis  is  upon  economic: 
ASEAN  may  steadily  lose  its  regional  cha 
acter,  as  it  develops  ties  with  tradin 
and  investment  partners  outside  the  regior 
If  the  emphasis  is  upon  its  regional  identity 
ASEAN  would  be  unable  to  perform  it 
stated  economic  functions  to  the  satisfac 
tion  of  its  most  developed  members  whi 
may  then  seek  alternatives.  This  dilemm, 
to  a  large  extent  epitomises  ASEAN' 
predicament  today. 


THE  CHALLENGE  OF  CHINA 

.In  terms  of  economics  ASEAN's  majo 
challenge  is  China,  which  has  emerged  a: 
a  competitor  for  global  FDI  and  which 
earlier  prompted  the  organization  to  adopi 
the  ASEAN  Free  Trade  Agreement  [AFTA] 
in  1992.  The  then  Thai  Prime  Ministei 
Anand  Panyarachun  and  former  Commerce 
Minister  Narongchai  Akrasanee,  who  were 
sponsors  of  ASEAN  free  trade,  emphasized 
that  the  purpose  of  AFTA  was  investment 
promotion  to  fend  of  the  China  "threat."2 
By  the  year  2000,  however,  Former  Thai 
Deputy  Prime  Minister  and  Director  De- 
signate of  the  WTO,  Supachai  Panitch- 
pakdi,  lamented  the  overall  decline  of  FDI 
into  ASEAN  and  noted  that  its  share  of 
Asian  bound  FDI  had  decreased  from 
60%  to  20%. 3  In  1992  both  ASEAN  and 
China  received  similar  amounts  of  FDI 
but  while  ASEAN  FDI  peaked  in  1996  at 
$28.8  billion  and  then  declined,  China's 
FDI  increased  to  around  the  $40  billion 
level.  ASEAN  FDI  was  undoubtedly  af- 
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fected  negatively  by  the  financial  crisis, 
while  China  offered  a  stable  alternative. 
It  was  predicted  that  the  trend  of  rising  in- 
vestment into  China  would  continue, 
which  would  not  bode  well  for  ASEAN. 
FDI  flows  into  China  are  expected  to  in- 
crease to  $60  billion  by  2003  as  the  coun- 
try experiences  a  period  of  manufactur- 
ing expansion  while  FDI  flows  into  ASEAN 
are  expected  to  reach  $18  billion  in  2003. 4 
An  investment  boom  in  China  is  similarly 
predicted  as  China  draws  close  to  WTO 
membership  that  is  expected  later  in  2001. 
Already  over  January-July  2001  China's  FDI 
surged  21%  to  reach  $24.2  billion  in  line 
with  predictions.5 

Aside  from  the  attraction  of  China 
which  promises  cheap  labour  and  a  mar- 
ket of  1.2  billion  people  there  are  factors 
specific  to  ASEAN  that  have  affected  levels 
of  investment.  Japanese  investors  have 
complained  abouL  investment  in  ASEAN 
countries  that,  due  to  its  varied  and  un- 
uniform  conditions,  it  has  prevented  them 
from  taking  advantage  of  ASEAN  as  a 
single  market.  Japan's  MITI  has  called  for 
a  comprehensive  investment  agreement 
with  ASEAN  to  standardize  investment 
regulations.6  More  specifically,  there  has 
been  frustration  with  the  slow  pace  of 


AFTA  whose  deadline  for  the  original 
five  members  plus  Brunei  is  now  1  January 
2002.7  ASEAN  countries,  such  as  Indone- 
sia have  excluded  rice  and  sugar  from  free 
trade  while  Malaysia  and  Thailand  have 
periodically  moved  to  protect  palm  oil  and 
tobacco.  In  terms  of  industries  of  interest 
to  foreign  investors,  Malaysia  and  Thai- 
land and  also  the  Philippines  have  at 
various  times  sought  protection  for  their 
petrochemicals  industries  to  allow  them 
time  to  compete  against-  Singapore.  The 
major  concern,  however,  has  been  with 
Malaysia's  national  car  project. 

Malaysia  had  negotiated  a  two-year  ex- 
tension on  tariff  reductions  for  automobiles 
and  auto  parts  until  1  January  2005  to  pro- 
tect its  two  national  car  manufacturers, 
Proton  and  Perodua.  Malaysia's  automobile 
tariffs  range  from  140%  to  200%,  which  pro- 
vides protection  for  Proton  to  capture 
around  60%  of  the  local  market.  Malay- 
sia's national  car  project  has  been  Maha- 
thir's proud  achievement,  which  was  motiv- 
ated by  nationalism  and  the  political  pur- 
pose of  modernizing  the  Malays.  Economic 
reasons  were  secondary  and  from  the  eco- 
nomist's viewpoint  a  national  car  industry 
in  a  small  market  makes  no  sense.  In  any 
case,  Malaysia's  policy  clashed  directly  with 


Table  1 


FDI  FLOWS  INTO  ASEAN  AND  CHINA  (US$  BILLIONS) 


1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

ASEAN 

11.7 

14.7 

18.2 

23.0 

28.8 

26.9 

19.0 

15.6 

China 

11.0 

27.5 

33.8 

35.8 

40.2 

44.2 

43.8 

40.4 

Source:  World  Investment  Report  (UNCTAD) 
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Thailand's  in  which  the  latter  has  been  de- 
veloping as  a  major  automobile-manu- 
facturing centre  in  East  Asia  and  has  sought 
reduced  tariffs  on  vehicles.  Indonesia  and 
Thailand  negotiated  with  Malaysia  and 
sought  compensation  for  loss  of  profits 
over  Malaysia's  exclusion  of  cars  from  AFTA. 
There  are  15  automobile  manufacturers 
in  Thailand  that  were  lured  to  the  country 
by  the  promise  of  a  single  market  under 
AFTA.  These  automobile  manufacturers 
have  warned  that  if  tariffs  are  not  reduced 
under  AFTA,  they  may  pull  up  stakes  and 
relocate  to  China.8 

AFTA  is  indeed  essential  to  the  auto- 
mobile manufacturers  in  Thailand.  The 
question  remains  as  to  whether  Malaysia 
would  be  willing  to  meet  the  AFTA  deadline 
in  2005  as  pressures  to  protect  the  national 
car  project  may  become  overwhelming. 
The  national  cars  would  be  unlikely  to 
survive  free  competition  with  the  major 
manufacturers  in  Thailand  if  tariffs  were 
reduced  in  any  case.  Global  corporations 
have  been  attracted  by  the  prospect  of 
a  single  ASEAN  market  and  they  include 
the  petrochemical  engineering  company 
Rockwell  that  intends  to  establish  a  local 
assembly  factory  in  Malaysia  or  Indonesia.9 
Mexico's  Cemex,  the  3rd  largest  cement 
manufacturer  in  the  world,  intends  to  use 
Thailand  as  a  production  base  for  South- 
east Asia.10  Philips  electronics  is  search- 
ing for  a  manufacturing  and  supply  centre 
for  the  ASEAN  region  that  will  streamline 
existing  operations  in  Malaysia,  Indonesia, 
Thailand  under  AFTA.11  AFTA  is  essential 
for  their  plans  as  well  in  which  case  to 
prevent  manufacturers  from  considering 
China  as  an  alternative;  ASEAN  leaders 


should  avoid  any  unravelling  of  the  free 
trade  agreement  in  the  future.  They  should 
also  deal  with  the  consequences  of  the  fin- 
ancial crisis  by  strengthening  their  financial 
and  banking  sectors,  reducing  existing  levels 
of  debt  and  making  their  countries  more 
appealing  for  investors. 

Frustration  with  the  pace  of  AFTA  com- 
pels the  more  developed  members  of 
ASEAN  to  seek  Free  Trade  Agreements 
[FTA]  with  external  trade  partners.  Singa- 
pore has  been  currently  negotiating  a  Japan- 
Singapore  economic  partnership  agreement 
LISEPA],  which  was  announced  by  Prime 
Minister  Goh  Chok  Tong  in  October  2000. 
Goh  has  described  FTAs  as  steps  towards 
global  trade  liberalization  that  can  have  a 
"positive  demonstrative  effect"  to  further 
trade  negotiations.12  A  similar  FTA  was 
signed  with  New  Zealand  in  November 
2000  while  negotiations  continue  over 
FTAs  with  the  US,  Japan,  Canada,  Austra- 
lia, Mexico,  Chile  and  India.  Thailand  in- 
tends to  negotiate  trade  agreements  with 
nine  countries  including  South  Africa,  Aus- 
tralia, New  Zealand,  Russia,  India,  Mexico, 
Brazil,  Croatia,  and  Czech  Republic. Trade 
agreements  will  eventually  lead  to  FTAs 
and  are  intended  to  diversify  markets  and 
lessen  dependency  upon  the  US  and 
Japan.13  Bilateral  FTAs,  however,  create 
stresses  within  ASEAN  amongst  those 
members  who  are  reluctant  to  face  full 
trade  liberalization.  ASEAN  rejected  a  pro- 
posal for  an  FTA  with  Australia/New  Zea- 
land [ASEAN-CER  FTA]  and  has  resisted 
Australian  and  New  Zealand  approaches. 
Malaysia  has  criticized  Singapore's  FTAs 
claiming  that  they  undermined  ASEAN  and 
AFTA  by  providing  a  back  door  entry,  but 
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given  that  ASEAN  has  adopted  a  40% 
local  content  rule  for  participation  in  AFTA 
this  concern  is  exaggerated.  14  Resistance 
to  FTAs  will  not  assist  ASEAN  to  cope  with 
the  challenge  of  China  and  will  only  stimu- 
late greater  dissatisfaction  amongst  the 
more  developed  members,  who  will  have 
an  added  incentive  to  resort  to  other  bi- 
lateral initiatives. 

ASEAN  AND  EAST  ASIA 

To  be  meaningful  ASEAN  economic 
regionalism  should  engage  China  and  Japan, 
which  would  benefit  ASEAN  in  various 
ways  and  would  allow  it  to  change  eco- 
nomic direction.  Asia  cannot  continue  to 
rely  upon  the  US  market  for  its  exports 
while  the  US  economy  flounders  and 
should  seek  alternatives.  Moreover,  the  fin- 
ancial crisis  exposed  the  pitfalls  of  relying 
excessively  upon  electronics  exports  to  the 
point  where  a  globah  overcapacity  in  elec- 
tronics is  created.  Supachai  has  predicted 
that  the  level  of  intra-Asian  trade  will  'in- 
tensify" in  the  future  in  which  case  the 
ASEAN  countries  should  diversify  exports 
to  prevent  duplication  and  corresponding 
overcapacity.15  ASEAN  countries  may 
also  be  compelled  to  rely  more  upon 
domestic  demand  for  their  growth  and  less 
upon  exports,  which  would  entail  the  pro- 
motion of  the  service  industries  and  greater 
domestic  investment. 

In  the  future  ASEAN  economies  will  be 
more  closely  linked  with  China  and  Japan 
in  which  case  closer  institutional  ties  will 
become  necessary.  Japan's  role  as  a  major 
investor,  source  of  technology  and  market 
requires  little  elaboration;  and  if  Japan  can 


overcome  the  current  recession,  its  import- 
ance for  ASEAN  will  be  enhanced.  China 
is  a  potential  market  for  ASEAN?  and  as 
domestic  demand  increases,  it  may  be- 
come the  locomotive  for  ASEAN  growth 
that  Mahathir  once  predicted. 16  More- 
over, during  the  financial  crisis  China 
proved  to  be  a  steadying  influence  by 
not  devaluing  the  currency,  thereby  de- 
monstrating the  importance  of  a  consul- 
tative mechanism  with  ASEAN  over  ex- 
change rates.  The  ASEAN  plus  three  dial- 
ogue, which  brought  ASEAN  together  with 
China,  Japan,  and  South  Korea,  first  began 
in  Kuala  Lumpur  in  December  1997  wren 
China  assured  the  ASEAN  countries  that 
its  currency  would  not  be  devalued.17  The 
ASEAN  plus  ihrec  group  will  coordinate 
views  within  APEC  and  the  WTO  and 
will  provide  ASEAN  with  the  necessary 
East  Asian  support  to  make  economic  re- 
gionalism feasible.  Was  this  Mahathir's  East 
Asia  Economic  Caucus  [EAEC]  that  Malaysia 
has  consistently  promoted?  Mahathir  him- 
self denied  this  when  asked  but  he  was 
particularly  sensitive  to  Japanese  reluctance 
to  identify  with  a  grouping  that  excluded 
the  US.18 

ASEAN's  financial  stability  requires  co- 
ordination with  China  and  Japan  over  a 
range  of  issues  that  go  beyond  exchange 
rates.  Immediately  after  the  financial  crisis 
erupted  there  were  attempts  within  ASEAN 
and  Japan  to  launch  an  Asian  Monetary 
Fund  that  would  act  as  a  benign  alter- 
native to  the  IMF.  The  efforts  floundered  in 
the  face  of  US  resistance  and  a  more  ac- 
ceptable proposal  for  financial  support  in 
time  of  a  "temporary  balance  of  payments 
difficulties"  was  for  a  series  of  currency 
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swap  arrangements  agreed  by  ASEAN 
finance  ministers  on  6  May  2000. 19  The 
resultant  Chiang  Mai  Initiative  [CMI]  or 
ASEAN  Swap  Arrangement  [ASA]  created 
a  network  of  central  bank  currency  swaps 
linking  ASEAN  with  China,  South  Korea, 
and  Japan.  The  initial  facility  was  $200 
million,  which  later  in  November  1998  was 
enlarged  to  $1  billion.20  In  addition,  it 
was  agreed  that  ASEAN  countries  could 
negotiate  Bilateral  Swap  Arrangements  [BSA] 
and  Thailand  negotiated  a  $3  billion  BSA 
with  Japan,  as  did  Malaysia,  to  supplement 
the  ASA.  Similar  arrangements  are  be- 
ing negotiated  between  japan,  the  Philip- 
pines, and  China.21 

The  swap  arrangements  may  demon- 
strate developing  financial  coordination  be- 
tween ASEAN  and  its  East  Asian  partners 
but  are  of  limited  utility  as  former  Japanese 
Finance  Ministry  official  Eisuke  Sakakibara 
commented  that  some  $20-40  billion  would 
be  required  before  a  swap  agreement  could 
be  useful.22  In  a  major  currency  attack 
an  affected  country  would  require  a  huge 
and  rapid  injection  of  funds,  which  would 
normally  demand  time  to  organize,  risk 
assessment  by  the  IMF  would  probably 
delay  the  process  in  any  case.  Thailand's 
Central  Bank  spend  a  reported  $23  billion 
to  defend  the  baht  in  July  1997;  and  if  a 
similar  crisis  engulfs  several  regional  cur- 
rencies simultaneously,  available  funds 
would  clearly  be  insufficient.  The  swap  ar- 
rangements may  be  a  step  towards  an 
Asian  Monetary  Fund  [AMF]  a  proposal 
that  was  repeatedly  raised  during  the  fin- 
ancial crisis  by  Malaysia  and  Japan.  How- 
ever, it  could  hardly  be  realized  until  the 
relationship  with  the  IMF  is  clarified. 


ASEAN  should  develop  new  coopera- 
tive trade  relations  with  China  and  Japan, 
as  this  would  ease  China's  integration  into 
the  regional  economy  and  would  institu- 
tionalise Japan's  participation.  The  idea  of 
an  ASEAN-China  FTA  was  raised  by  Zhu 
Rongji  at  the  ASEAN  plus  three  meeting 
in  Singapore  in  November  2000  and  during 
the  ASEAN-China  Economic  Cooperation 
Meeting  [ECA]  in  August  2001.  The  proposal 
was  promoted  by  Singapore  with  some 
degree  of  reluctance  from  other  ASEAN 
members.  Similar  proposals  call  for  an  East 
Asian  FTA  [EAFTA],  that  would  include 
Japan  and  South  Korea  as  well.  How 
would  an  FTA  with  ASEAN's  major  trade 
competitor  China  work  in  practice?  At  the 
ASEAN-China  ECA,  the  Chinese  side  stressed 
that  a  natural  division  of  labour  would 
allow  ASEAN  to  focus  on  skilled  products 
and  China  on  labour  intensive  products.23 
The  reality  would  be  quite  different  if 
ASEAN  refuses  to  become  competitive  in 
which  case  a  different  division  of  labour 
would  emerge.  China  may  focus  on  value 
added  manufacturing  and  low  level  as- 
sembly using  its  vast  sources  of  cheap 
labour,  while  ASEAN  would  be  compel- 
led to  concentrate  upon  areas  of  spe- 
cific manufacturing  advantage  and  agri- 
cultural products.24  China  should  spur 
the  ASEAN  countries  to  become  more 
globally  competitive  and  to  avoid  the  trap 
of  hidden  protectionism  otherwise  they 
will  become  the  big  losers  in  any  such  ar- 
rangement. Other  grand  and  distant  goals 
include  the  ideas  of  an  Asian  common 
market  and  monetary  union,  both  which 
were  raised  at  the  3rd  ASEAN  plus  three 
meeting  in  Manila  in  November  1999. 
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.  ASEAN  may  lose  its  identity  in  a  wider 
East  Asian  grouping  which  would  better 
serve  its  economic  and  financial  interests. 
An  East  Asian  grouping,  however,  would 
not  substitute  for  global  trade  orientation, 
as  major  trading  partners  such  as  the  US 
and  EU  are  outside  the  region,  but  for 
ASEAN  it  offers  many  benefits.  ASEAN  may 
be  regarded  as  an  organization  in  trans- 
ition towards  wider  regionalism  for  which 
it  has  provided  a  platform  and  meeting 
place. 25  ASEAN  allows  the  three  East 
Asian  actors,  Japan,  China  and  South  Korea 
to  meet  regularly  in  a  Northeast  Asian  in- 
formal summit  which  otherwise  would  be 
fraught  with  political  difficulties.  The  idea 
of  an  East  Asian  Forum  [EAF]  based  on  the 
ASEAN-East  Asian  meetings  has  been  pro- 
posed which  would  devise  CBMs  and 
focus  upon  preventive  diplomacy  and  con- 
flict resolution.  How  would  an  EAF  be  re- 
conciled with  the  existing  ASEAN  Re- 
gional Forum  [ARF]?  The  proposals  reflect 
frustration  with  the-ARF,  which  has  been 
deadlocked  over  the  major  issues  of  the 
region,  without  considering  that  the 
same  difficulties  found  in  the  ARF  would 
be  carried  over  into  the  EAF  if  one  were 
established.  In  both  security  and  eco- 
nomic terms  the  problems  and  issues  that 
ASEAN  faces  would  require  the  forging  of 
a  wider  grouping,  which  may  then  become 
the  dominant  regional  body. 

SOUTHEAST  ASIAN  REGIONALISM 

There  will  be  many  regional  issues  and 
problems  that  will  not  be  managed  by  the 
East  Asian  institutions  that  are  now  evolv- 
ing and  which  are  particularly  Southeast 
Asian.  These  issues  will  continue  to  re- 
quire Southeast  Asian  attention  in  which 
case  ASEAN  will  face  the  problem  of  man- 


aging purely  local  issues  within  a  frame- 
work that  will  increasingly  accommodate 
wider  East  Asian  concerns.  ASEAN  region- 
alism in  the  future  may  take  a  two-level  di- 
rection with  the  first  level  comprising  East 
Asian  institutions  as  well  as  the  ARF  to 
be  focused  upon  Asia  Pacific  problems  that 
may  affect  the  entire  region.  The  second 
level  would  be  specifically  Southeast 
Asian,  which  would  develop  different  in- 
stitutions and  mechanisms  and  would  con- 
tinue with  functions  that  were  originally 
envisaged  at  the  time  of  ASEAN's  creation. 
This  two-level  structure  reflects  ASEAN's 
dilemma  as  to  the  extent  in  which  it  is  an 
East  Asian  body  or  a  Southeast  Asian  or- 
ganization. 

The  task  of  integrating  the  two  eco- 
nomically disparate  sectors  of  ASEAN  will 
require  the  organization's  attention  for 
many  years  to  come.  The  addition  of  Viet- 
nam, Laos,  Myanmar  and  Cambodia  as 
members  over  1995-99  has  created  prob- 
lems for  ASEAN's  development  not  anti- 
cipated by  leaders  in  the  exuberance  of 
the  time.  Within  ASEAN  circles,  member- 
ship for  these  new  entrants  was  criticized 
to  be  unnecessary  or  premature;  and  that 
transitional  arrangements  should  have  been 
devised  in  order  to  prepare  them  for  full 
membership.  Related  criticisms  are  that 
their  participation  in  AFTA  is  dubious,  as 
they  would  reduce  ASEAN's  competitive 
advantages.  Besides,  they  will  require  the 
support  and  assistance  of  the  more  devel- 
oped members  of  the  organization  for 
years  to  come.  ASEAN  Economic  Ministers 
meeting  in  Siem  Reap  in  Cambodia  in  May 
2001  called  for  a  series  of  measures  to 
reduce  the  gap  between  old  and  new 
members  in  ASEAN.  Proposals  included 
a  General  System  of  Preferences  [GSP]  for 
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new  members,  infrastructure  development 
in  the  greater  Mekong  and  sub-regions,  the 
construction  of  ASEAN  highways  and  the 
Singapore-Yunnan  rail  link  as  part  of  a 
Trans  Asian  highway.26  This  task  was  the 
main  theme  of  the  34th  ASEAN  An- 
nual Ministerial  Meeting  [AMM]  held  in 
Hanoi  in  July  2001.  The  meeting  called 
for  "narrowing  the  development  gap"  be- 
tween original  and  new  ASEAN  members. 
The  Hanoi  Declaration  noted  that  ASEAN 
would  devote  special  efforts  and  resources 
to  develop  the  four  poorer  countries  es- 
pecially in  infrastructure,  education,  train- 
ing, information,  and  communication  tech- 
nology.27 Nonetheless,  the  effort  to  in- 
tegrate the  two  halves  of  ASEAN  is  not  a 
task  that  can  be  undertaken  by  ASEAN 
alone.  The  major  projects  envisaged  will 
require  the  participation  of  several  interna- 
tional corporations  and  heavy  investment 
from  abroad.  Trade  development  and  in- 
vestment will  similarly  require  the  coop- 
eration of  external  partners,  China,  Japan  , 
or  the  US,  and  the  international  lending 
agencies.  ASEAN  may  act  as  a  facilit- 
ator and  may  target  specific  projects  for  de- 
velopment but  the  task  it  has  set  is  beyond 
itself. 

There  are  specifically  Southeast  Asian 
or  local  issues  requiring  ASEAN  attention 
in  the  future.  They  include  drugs  produc- 
tion and  smuggling  in  Burmese  territory 
which  have  caused  such  concern  in  both 
China  and  Thailand;  illegal  arms  smuggling 
to  conflict  spots  in  Aceh  and  Mindanao  is 
another  problem  which  will  require  intel- 
ligence sharing  between  ASEAN  countries; 
piracy  in  the  Malacca  Straits  worries  the 
Japanese  who  have  proposed  joint  piracy 
patrols  and  joint  exercises  with  ASEAN 
countries.  ASEAN  has  not  been  receptive 


to  the  idea  of  joint  patrols  with  Japan  an 
has  called  for  coordinated  patrols  whei 
each  country  would  patrol  its  own  territori. 
waters.  There  is  also  the  haze  problei 
where  Singapore  and  other  neighboui 
of  Indonesia  have  been  alarmed  by  ne\ 
burning  activity  in  Sumatra.  A  Regionj 
Haze  Action  Plan  has  been  demande 
and  ASEAN  environment  ministers  in  Apr 
1999  called  for  zero  burning  policy,  whil 
a  trans-boundary  haze  agreement  is  t 
be  accepted  at  the  ASEAN  summit  in  Nc 
vember  2001.  However,  Indonesia  doe 
not  have  the  means  to  enforce  legislatioi 
against  the  burning  and  ASEAN  assistano 
may  be  required  to  extinguish  existing  fires 
All  these  issues  and  others  ASEAN  shouli 
address  to  make  a  meaningful  contributioi 
to  the  region's  development. 

CONCLUDING  REMARKS 

ASEAN  faces  a  crisis  and  Singapore's  For 
eign  Minister  S.  Jayakumar  has  stressec 
that  ASEAN  has  to  "reinvent  itself  and  de 
monstrate  its  relevance."28  In  trade  and  in- 
vestment terms  ASEAN  faces  the  challenge 
of  China  which  would  require  an  accelera- 
tion of  AFTA  and  a  demonstration  of  will 
for  global  investors  many  of  whom  have 
been  troubled  by  the  politics  of  markel 
liberalisation  within  ASEAN.  To  manage  its 
own  economic  and  financial  security  ASEAN 
has  been  compelled  to  engage  East  Asian 
actors,  China  and  Japan.  Above  all,  it 
should  engage  in  a  wider  institutional  frame- 
work that  would  allow  coordination  and 
consultation  over  the  economic  and  fin- 
ancial stability  of  the  region.  This  is  recogn- 
ition that  ASEAN  alone  is  unable  to  man- 
age the  issues  that  affect  it.  The  trend  is  to- 
wards East  Asian  regionalism  within  which 
ASEAN  would  be  a  core  group  and  though 


ASEAN  AND  THE  FUTURE  OF  SOUTHEAST  ASIAN  REGIONALISM 


285 


the  shape  and  form  of  this  wider  regionol'sm 
is  under  negotiation  the  direction  has  been 
clear.  If  ASEAN  can  effectively  deal  with 
these  issues  of  relevance  to  itself  it  can  en- 
sure its  survival  as  a  core  group  and  would 
become  an  example  of  effective  regionalism 
for  East  Asia.  This  would  require  greater 
will  and  efforts  over  AFTA,  financial  reform 
and  liberalization  than  those  already  de- 
monstrated by  ASEAN  so  far.  If  ASEAN  fails 
in  this  task,  it  will  be  replaced  by  East 
Asian  regionalism  leaving  the  second  tier 
as  a  residual  grouping  that  would  be  limited 
to  local  Southeast  Asian  issues.  If  ASEAN 
leaders  intend  to  preserve  theirorganization 
as  a  regional  actor,  they  should  intensify 
their  efforts  in  terms  of  economic  and  fin- 
ancial reform  and  trade  liberalization  as 
China  will  allow  them  no  alternative. 
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The  Indonesian  Electronics  Industry: 
Dual  or  Segmented? 

Peter  Cammeltoft 


THIS  article  is  based  on  the  author's 
Ph.D  project  concerning  develop- 
ment of  technological  capabilities 
in  the  Indonesian  electronics  industry.  A 
"global  commodity  chain"  (GCC)  frame- 
work1 was  employed  to  analyse  how 
local  companies  developed  capabilities 
through  various  linkages  forged  with  for- 
eign companies  and  by  drawing  on  for- 
eign sources  of  technology.  The  lesearch 
was  focused  on  development  of  techno- 
logical capabilities  among  local  elec- 
tronics manufacturers  and  the  implicit 
assumption  was  that  indigenous  capa- 
bilities would  still  be  so  modestly  devel- 
oped that  technological  development 
would  have  to  be  driven  from  abroad. 
During  a  first  and  exploratory  fieldwork 
it  was  soon  realized,  however,  that  foreign 
and  domestic  segments  of  the  electronics 
industry  developed  in  such  relative  iso- 
lation that  beyond  asserting  this  to  be 
the  unfortunate  fact,  adopting  a  GCC 
framework  showed  little  analytical  pro- 
mise. Instead,  this  article  will  present  all 
about  that  segmentation.  This  is  a  different 


The  global  commodity  chain  framework  has 
primarily  been  developed  by  Gary  Gereffi  (Gereffi 
etal.  1994;  Gereffi  1996). 


story  from  that  coming  out  of  analyses 
of  the  development  of  the  electronics  in- 
dustry in  the  Northeast  Asian  nations, 
where  deliberate  and  meticulous  com- 
bination of  access  to  foreign  technology 
and  markets  and  local  learning  efforts  over 
time  allowed  local  companies  to  become 
major  international  players. 

INDUSTRIES  AND  TECHNOLOGICAL 
CAPABILITIES  IN  A  HOLISTIC  PER- 
SPECTIVE 

Even  though  it  appears  intuitively  reas- 
onable to  assert  that  "segmentation" 
is  disadvantageous,  such  an  assertion 
would  be  made  on  the  implicit  assumption 
that  the  absence  of  segmentation  would 
somehow  be  superior.  But  exactly  why  is 
this  so?  The  author's  Ph.D.  project  on 
which  this  article  draws  is  a  single-country 
case  study  (Gammeltoft  2001).  Had  it 
been  a  comparative  project  between  a 
country  with  a  more  segmented  industry 
and  a  country  with  a  less  segmented  one, 
and  if  local  companies  performed  un- 
evenly in  the  two  countries,  one  might 
have  worked  out  the  extent  to  which  the 
uneven  performance  was  related  to 
segmentation,  duly  controlling  for  vari- 
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ous  background  factors,  of  course.  8ut 
with  a  single  case,  the  assessment  has 
to  be  made  on  a  theoretical  basis,  whether 
this  basis  is  made  explicit  or  not.  In  the 
author's  thesis  the  basis  is  made  explicit 
by  developing  a  theory  based  on  the  con- 
cept of  "embedded  flexible  collabor- 
ation", referring  to  an  ideal-typical  form 
of  industrial  organisation.  The  theory  can 
subsequently  be  applied  to  assess  the  pre- 
sent organisation  of  the  industry.  Account- 
ing for  this  theory  is  beyond  the  scope  of 
the  present  article,  some  of  the  termin- 
ology employed  need  to  be  introduced 
so  that  it  can  be  drawn  in  the  following 
sections. 

The  theory  is  based  on  the  recognition 
that  processes  of  industrialization  are  in- 
herently systemic  and  cumulative:  eco- 


nomies develop  gradually  through  the 
cumulative  expansion  of  both  production 
capacity  and  organisational/institutional 
structures  (Yanagihara  1997).  To  properly 
understand  such  processes,  a  broad  and 
holistic  framework  needs  to  be  applied. 
Various  terminology  is  introduced  to  ad- 
dress the  entities  in  the  broader  system  in 
which  the  electronics  industry  is  embedded, 
cf.  the  figure  below. 

The  term  "industry"  is  usually  taken  to 
refer  to  a  collection  of  firms  engaged  in 
the  production  of  a  particular  type  of 
product.  To  Porter  (1990),  an  industry  is 
"[...]  a  group  of  competitors  producing 
products  or  services  that  compete  directly 
with  each  other"  (p.  33).  Hollingsworth 
et.al.  (1994)  apply  the  term  "sector" 
synonymously  and  define  it  as  "[...]  a  popu- 
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lation  of  firms  producing  a  specified  range 
of  potentially  or  actually  competing  pro- 
ducts" (p.  8).  Firms  in  an  industry  rely  on 
various  upstream  and  downstream  providers 
of  such  things  as  raw  materials,  interme- 
diate goods,  capital  equipment,  financial 
capital,  labour,  distribution,  marketing,  and 
retail.  Since  these  up-  and  down-stream  pro- 
viders do  not  produce  products  competing 
with  those  of  the  industry  proper,  they  are 
not  formally  part  of  the  industry,  yet  they 
critically  influence  its  performance.  The 
term  "industrial  system"  is  therefore  intro- 
duced to  refer  to  the  ensemble  of  an  in- 
dustry or  a  set  of  industries  and  the  broader 
set  of  related  activities  associated  with 
the  production  of  a  particular  product. 

It  is  problematic  to  single  out  specific 
activities  as  especially  "innovative".  It 
is  commonly  recognized  that  much,  if  not 
most,  innovation  stems  from  routine  act- 
ivities in  firms  rather  than  higher-flying 
basic  research,  not  least  in  developing  coun- 
tries. Nevertheless,  since  "innovation"  in 
its  various  guises  is  considered  an  impor- 
tant and  separate  activity  by  public  and 
private  agencies  alike,  it  is  convenient  to 
be  able  to  refer  to  activities  related  to 
it.  Accordingly,  the  concept  of  "innovat- 
ion system"  (cf.  Figure  1)  will  be  employed 
to  designate  a  system  of  activities  and  in- 
stitutions in  both  the  public  and  private 
sector,  related  to  non-material  produc- 
tion influencing  the  innovative  performance 
of  firms  in  an  industrial  system.  If  the  in- 
dustrial system  considered  is  the  'national' 
system,  the  industrial  system's  innovation 
system  coincides  with  the  well-known 
concept  of  "national  innovation  system". 


In  this  article,  this  definition  implies  for 
example  that  state-initiated  institutions 
supplying  technical  and  managerial  train- 
ing to  foreign  assembly  plants  in  Batam  are 
not  part  of  the  'national'  innovation  sys- 
tem because  they  supply  foreign  firms, 
while  foreign  institutions  such  as  the 
Japan  International  Cooperation  Agency 
(JICA)  may  in  some  instances  be  considered 
part  of  the  innovation  system  of  the  local 
electronics  industry.  This  contrasts  with 
Lundvall's  (1992)  definition  of  national 
innovation  systems  (NIS),  which  requires 
NIS  institutions  to  be  "rooted  inside  the 
borders  of  a  nation  state".  Examples  of  in- 
novation system  activities  could  be  market 
or  technology  intelligence,  dissemination 
of  information  accruing  from  such  act- 
ivities, and  activities  supporting  use  of 
new  technologies,  e.g.  specific  managerial 
or  quality  control  techniques,  whether 
those  activities  are  conducted  by  public 
institutions,  private  manufacturing  firms, 
or  private  service  firms.  Innovative  activities 
of  firms  both  up-  and  down-stream  from 
a  given  firm  in  a  given  industry  influence 
the  innovative  activities  of  that  industrial 
system  and  are  thus  part  of  the  innovation 
system.2 

Next,  the  combination  of  an  industrial 
system  and  the  innovation  system  related 
to  it  is  referred  to  as  a  "production  sys- 


The  importance  of  the  innovation  system  may 
be  illustrated  by  a  quotation  from  Gereffi  (Gereffi 
1995:  101):  "For  newly  industrialized  countries 
(NICs)  to  continue  to  prosper,  they  will  need  to 
devise  strategies  that  emphasize  the  creation  of 
a  local  institutional  environment  conducive  to 
technological  upgrading  and  the  integration  of 
industrial  production  with  modern  services*. 
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tern".  There  is  a  distinction  between  a 
"wide"  and  a  "narrow"  form  of  embedded- 
ness  (see  Figure  1).3  The  narrow  form  is 
the  relationship  between  an  industrial  sys- 
tem and  an  innovation  system,  which  can 
be  referred  to  as  the  embeddedness  of 
manufacturing  activities.  The  combination 
of  the  industrial  system  and  the  innovation 
system,  i.e.,  the  "production  system",  is  in 
turn  "widely"  embedded  in  an  underly- 
ing political  economy,  governing  different 
societal  groups'  access  to  political  and 
economic  resources,  and  a  "distant  in- 
stitutional context",  institutions  ranging  from 
specific  state-orchestrated  institutions  to 
culturally  constituted  patterns  of  authority 
and  trust. 

To  properly  understand  the  development 
of  local  technological  capabilities  needs 
to  consider  the  wider  systems  in  which 
these  firms  operate,  and  how  these  systems 
are  structured  and-operate.  The  extent 
and  character  of  interactions  between 


3This  is  related  to  Whitley's  (1994)  distinction 
between  "proximate"  and  "distant"  institutions 
shaping  the  development  and  establishment  of 
business  systems.  Proximate  institutions  are  those 
which  were  constructed  or  evolved  with  the  pro- 
cess of  industrialization,  and  at  the  same  time 
has  influenced  that  process  directly  and  in  the  re- 
cent past.  These  institutions  include  the  structure 
and  policies  of  the  state  (e.g.  developmental  or  re- 
gulatory); the  nature  of  the  financial  system  and  its 
role  in  economic  development;  the  education  and 
training  system;  and  dominant  patterns  for  labour 
market  organisation.  Distant  institutions  are,  as 
the  name  implies,  more  distant  in  origin  and  in- 
direct and  diffuse  in  impact.  They  originate  from 
the  initial  industrialization  or  even  pre-industrial 
times,  particularly  if  industrialization  was  relatively 
recent.  They  include  family  and  kinship  relations, 
identities  and  authority  structures,  patterns  of  trust 
and  co-operation  between  kinship  groups,  and 
traditional  cosmologies  and  beliefs  about  the  natural 
and  social  world. 


an  industrial  system  and  the  innovation 
system,  the  industrial  system's  embedded- 
ness, are  also  important,  as  is  the  pro- 
duction system's  embeddedness  in  the 
wider  politico-economic  and  institutio- 
nal context.  The  relationships  between 
these  concepts  were  illustrated  in  Figure  1. 

A  final  distinction  needs  to  be  introduced 
and  that  is  between  "intrinsic"  vs.  "extrinsic" 
companies.  This  is  closely  related  to 
the  distinction  between  local  and  for- 
eign companies  but  slightly  different.  The 
distinction  is  primarily  made  on  the  basis 
of  Michael  Porter's  (1990)  arguments  about 
the  importance  of  companies'  "home  base", 
but  there  is  plenty  of  evidence  in  the  liter- 
ature to  the  effect  that  companies  relate 
differently  to  the  country  from  which  they 
originate  than  to  other  countries  in  which 
they  invest  and  that  successful  industries 
grow  out  of  broader  and  connected  "in- 
dustrial clusters"  in  their  home  base  rather 
than  succeed  individually. 

In  developing  countries  there  is  a 
range  of  differences  between  local  and 
foreign  companies  which  are  not  present 
in  developed  economies  to  the  same  ex- 
tent, i.e.,  differences  related  to  product 
and  process  sophistication,  sources  of 
technology,  the  form  and  extent  of  eng- 
agement with  local  firms  and  institutions, 
organisational  and  managerial  routines,  etc. 
It  is  evident  that  any  division  of  companies 
into  a  local  vs.  extra-local  categorization  is 
quite  crude.  Rather,  the  companies  them- 
selves and  the  environment  in  which  they 
operate  are  a  diverse  combination  of 
predominantly  either  local  or  extra-local 
elements,  in  areas  such  as  finance,  mar- 
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kets,  technology,  and  human  resources. 
Yet,  Porter  (1990)  in  particular  argues  that 
firms  are  engaged  differently  with  the 
encompassing  production  system  in  their 
"home  base"  than  they  are  elsewhere. 
For  developing  countries,  major  techno- 
logical changes  tend  to  take  place  in 
other  national  settings  and  to  diffuse  into 
local  companies  through  various  modes  of 
extra-national  participation;  and  foreign 
companies  constitute,  at  least  potenti- 
ally, a  potent  source  of  various  forms 
of  technologies  for  local  firms.  It  also 
seems  reasonable  to  expect  that  the  "least 
local"  companies,  while  furnishing  jobs, 
foreign  exchange  earnings  and  tax  re- 
venues, contribute  less  in  the  way  of 
local  technological  upgrading.  Therefore, 
some  sort  of  local/foreign  distinction  is 
both  meaningful  and  important;  that 
whether  firms  are  local  or  foreign  is  a 
central  distinction  with  respect  to  pro- 
duction organisation.  Technically,  however, 
the  most  important  difference  is  not  owner- 
ship per  se  but  the  extent  of  dedication  to 
and  involvement  in  local  and  foreign  pro- 
duction systems,  as  Porter  (1990)  points 
out,  and  "local  dedication"  is  significant 
with  respect  to  development  of  the 
local  production  system.  Even  though 
local  involvement  in  most  cases  will 
overlap  with  type  of  ownership,  it  is  an- 
alytically distinct:  foreign-owned  com- 
panies can,  in  principle,  be  thoroughly 
embedded  in  the  local  production  system, 
as  can  domestically-owned  companies  be 
very  loosely  attached  to  it.  This  latter 
situation  could  arise,  for  instance,  if  a 
domestic  business  group  purchased  a 
company,  which  was  initially  established 


by  a  foreign  company  as  an  export  plat- 
form. To  be  able  to  make  this  distinction, 
it  is  necessary  to  first  understand  the  con- 
cepts "extrinsic"  and  "intrinsic"  referring 
to  segments  of  production  systems  remote 
from  and  close  to  the  local  production 
system,  respectively.  Intrinsic  companies 
are  those,  which,  in  Porter's  terminology, 
have  the  country  in  question  as  their 
"home  base".  In  practice,  of  course,  one 
must  envision  a  continuum  of  "intrinsic- 
ness". 

SEGMENTATION  IN  THE  INDUS- 
TRIAL SYSTEM 

This  section  discusses  segmentation 
in  the  Indonesian  electronics  industry 
through  a  presentation  of  two  types  of 
fissure  lines  between  companies  found 
in  (Gammeltoft  2001):  one  is  the  presence 
of  a  larger  number  of  qualitatively  dif- 
ferent company  types  than  normally  re- 
cognized; the  other  is  the  presence  of  a 
number  of  empirically  occurring  dom- 
inant "modes"  of  developing  capabilities. 
It  is  apparent  from  these  modes  that 
few  companies  appear  to  reap  the 
benefits  accruing  from  the  potential  link- 
age and  spillover  effects  in  more  organ- 
isationally advanced  production  systems. 

The  Indonesian  Electronics  Industry: 
Dual  Or  Segmented? 

It  is  a  common  observation  thai 
the  Indonesian  electronics  industry  is 
"dual"  (Soesastro  &  Pangestu  1998;  Ostr> 
&  Harianto  1995;  Feridhanusetyawar 
et.al.  2000):  one  group  of  companie: 
are  joint  ventures  or  domestically  ownec 
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and  were  established  during  the  im- 
port-substitution period.  They  are  charac- 
terised by  having  relatively  small  pro- 
duction volumes  and  low  operating  costs; 
being  mainly  assembly  facilities  for  making 
finished  products;  importing  almost  all 
components;  lacking  R&D  facilities;  being 
weak  in  export  marketing  due  to  lack  of 
overseas  networks;  having  limited  pro- 
duct ranges;  and  being  faced  with  high 
component  costs  due  to  low  volume.  The 
second  group  consists  of  newly-established 
and  majority  foreign-owned  companies 
with  medium-  to  large-scale  production 
facilities  and  with  high  operating  costs. 
They,  too,  are  mainly  assembly  facilities 
and  also  import  most  of  their  components. 
They  have  better  global  marketing  networks 
and  larger  product  ranges.4  As  the  cur- 
rent study  shows,  there  is,  in  fact,  a 
larger  number  of  segments  and  a  wider 
range  of  capability  configurations  than 
this  narrative  suggests;  the  dualism  is  too 
crude  a  reduction  and  a  larger  number 
of  qualitatively  different  segments  ought 


According  to  Ostry  and  Harianto  (1995)  "[...] 
the  Indonesian  electronics  industry  is  characterized 
by  its  dual  structure,  one  for  exports  and  the  other 
for  catering  to  the  domestic  market.  Export-oriented 
firms  are  largely  controlled  by  foreign-based  TNCs 
(about  90-100  %  foreign  ownership)  and  are  highly 
efficient,  employing  advanced  production  tech- 
niques and  equipment,  producing  quality  pioducts 
and  stringent  in  terms  of  the  use  of  local  suppliers 
and  subcontractors.  The  domestic-oriented  firms, 
on  the  other  hand,  operate  under  protection  from 
import  competition,  are  much  less  efficient,  use 
rather  obsolete  technology,  are  more  lenient  in  their 
local  sourcing  and  produce  lower  quality  products. 
Of  course,  such  efficiency  differentials  should  be 
attributed  not  only  to  the  governance  structures  of 
the  investments,  but  also,  especially,  to  their  dif- 
ferent regulatory  and  incentives  regimes*. 


to  be  distinguished.  Another  problem  is 
that  the  dualism  indiscriminately  port- 
rays domestic  companies  as  less  capable 
and  thus  overlooks  the  potential  lessons 
from  the  handful  of  local  companies  that 
have  managed  to  do  relatively  well. 
These  segments  are  discussed  more  elab- 
orately in  (Gammeltoft  2001).  However,  at 
the  very  least,  three  major  industrial  seg- 
ments encompassing  eight  types  of  com- 
panies should  be  distinguished.  The  three 
major  segments  are:  "extrinsic"  companies, 
which  when  considering  particularly  owner- 
ship type  and  market  orientation,  can  be 
assumed  to  be  relatively  remote  from  the 
local  production  system;  "intrinsic"  com- 
panies, which  can  be  assumed  to  be  re- 
latively close  to  it;  and  "state-oriented" 
companies,  which  by  ownership  or  market 
orientation  are  close  to  the  state.  Being 
close  to  the  state,  they  are  also  close  to 
the  local  production  system,  and  may 
therefore  be  considered  a  special  type 
of  "intrinsic"  company.  Each  of  these  three 
major  types  is,  in  turn,  divided  into  minor 
ones:  the  extrinsic  companies  are  sub- 
divided into  companies  located  on  the  is- 
land of  Batam  in  the  Riau  province;  end- 
product  manufacturers  located  elsewhere; 
and  suppliers/subcontractors  to  extrinsic 
companies.  The  intrinsic  companies  are 
subdivided  into  end-product  manufacturers; 
suppliers/subcontractors  to  intrinsic  com- 
panies; and  "niche  producers",  which  are 
small  companies,  mostly  producing  low- 
tech  audio-visual  electronics.  Finally,  the 
state-oriented  companies  are  subdivided 
into  private  "state-driven"  companies,  sell- 
ing to  the  state  or  state-affiliated  en- 
tities; and  state-owned  enterprises  (SOEs). 
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•   Extrinsic  Segment 

(1)  Wholly  foreign-owned  export  plat- 
form type  companies  in  Batam- 
indo  Industrial  Park,  Batam. 

(2)  Extrinsic  end  product  manufac- 
turers, which  are  predominantly 

.  wholly  foreign-owned  or  foreign 
majority  joint  ventures  producing 
either  consumer  electronics  or 
parts/components  for  direct  ex- 
ports. Half  of  them  are  located 
in  industrial  estates  near  Jakarta. 
Two  joint  ventures  with  NEC 
and  Lucent,  respectively,  assem- 
bling telecommunications  switches 
locally,  are  included  in  this  segment. 

(3)  Suppliers  to  extrinsic  companies 
in  Indonesia,  most  of  them  located 
in  estates  near  Jakarta. 

•   Intrinsic  Segment 

(1)  Intrinsic  end-product  manufacturers, 
which  are  predominantly  wholly 
domestic  or  domestic  majority  joint 
ventures  producing  consumer  elec- 
tronics. They  are  equally  distributed 
between  exporters  and  domestic 
market-oriented  companies. 

(2)  Suppliers  to  intrinsic  companies. 
They  are  wholly  domestically 
owned  and  located  in  or  around 
Jakarta,  outside  the  major  estates. 

(3)  Niche  manufacturers,  predominantly 
producing  low-end  consumer  elec- 
tronics and  almost  all  wholly  dom- 
estically owned  and  located  in  or 
around  Jakarta,  outside  the  major 
estates. 


•  State-oriented  Segment 

(1)  State-driven  companies,  all  of  them 
smaller,  wholly  domestically-owned 
producers  of  industrial  electronics 
(telecommunications  equipment)  for 
the  government  or  government  af- 
filiated entities,  typically  interacting 
through  non-arms  length  relations 
with  their  buyers. 

(2)  State-owned  enterprises  (SOEs), 
part  of  the  "strategic  industries" 
complex. 

The  table  below  shows  the  relation- 
ship between  the  minor  and  major  com- 
pany types  and  the  number  of  companies 
and  employees  within  each  type. 

There  is  also  a  certain  geographical  seg- 
mentation in  the  industry.  As  shown  in  the 
figure  below,  investments  are  concentrated 
in  specific  geographical  regions:  out  of 
the  total  approved  investment  amount  for 
1980-98,  70%  was  destined  for  West  Java, 
14%  for  Riau,  the  province  containing  the 
island  of  Batam,  and  15%  for  other  parts 
of  Indonesia. 

Underlying  this  are  differences  be- 
tween foreign  and  domestic  investments: 
73%  of  foreign  investments  approved 
in  the  period  are  located  in  West  Java, 
17%  in  Riau,  and  10%  elsewhere.  For 
domestic  investments,  the  corresponding 
numbers  are  56%,  0%,  and  44%.  Wholly 
or  majority  foreign  export-oriented  com- 
panies are  primarily  located  in  industrial 
estates  in  Jabotabek,  the  area  delimited  by 
the  cities  of  Jakarta,  Bogor,  Tangerang 
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Table  1 

COMPANY  TYPES, 

NUMBER 

OF  COMPANIES  AND 

EMPLOYEES, 

1998 

Companies 

Employees1 

Average  Size 

Extrinsic 

32 

48% 

30212 

55% 

944 

Batam 

12 

18% 

10511 

19% 

876 

FnH  nrnHiiPt 

L  I  1 1. J   L/l  UU  ULl 

15 

22% 

16275 

30% 

1085 

Si  mnl  ipr<;/<;i  ihrnntrartnr^ 

JUUUIICI  3/jUUtUI  III  CJV_  IUI  j 

5 

7% 

3426 

6% 

685 

Intrinsic 

23 

34% 

20852 

38% 

907 

End  product 

9 

13% 

18082 

33% 

2009 

Si  innlipr^/^t  ihrontrarton; 

JUUUI  ICI  Ji  jUUwl  111  ULLUI  J 

2 

3% 

449 

1% 

225 

Mirhp  nrnHiirpr^ 

lllV-l  IC  pi  vUULCI  J 

12 

18% 

2321 

4% 

193 

State-oriented 

12 

18% 

38  73 

7% 

318' 

Olclltr-vJI  1  Vcl  1 

10 

15% 

1366 

2% 

137 

State-owned 

2 

3% 

2447 

4% 

1224 

Total 

67 

100% 

54877 

100% 

819 

2Number  of  employees  before  the  financial  crisis  (June  1 997). 

Number  of  employees  set  to  average  within  company  type  for  one  company  not  reporting 
manpower. 

Source:  Author's  1998  industry  survey. 


Figure  2 


TOTAL  APPROVED  INVESTMENTS  IN  ELECTRONICS,  1980-98 

(US$  M.) 


■  Domestic 
a  Foreign 


West  Java 


Riau 


Elsew  here 


Note:  The  corresponding  data  can  be  found  in  appendix  1 . 
Source:  Author's  calculation  based  on  BKPM  data. 
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and  Bekasi.5  Since  1991,  a  large  number 
of  parts/components  manufacturers  have 
relocated  from  Singapore  to  the  nearby 
Indonesian  island  of  Batam.  Domestic  mar- 
ket-oriented companies  tend  to  be  located 
in  Jabotabek,  small  domestic  manufacturers 
of  low-end  electronics  in  DKI  Jakarta, 
and  domestic  telecommunications  manu- 
facturers in  either  Bandung  or  DKI  Jakarta 
(Gammeltoft  2001).  Soesastro  and  Pa- 
ngestu  (1998)  quote  data  from  1996  ac- 
cording to  which  40%  of  all  electronics 
exports  originate  from  Batam  and  about 
50%  from  West  Java.  Of  exports  from  West 
Java,  70%  originate  from  Japanese  com- 
panies and  30%  from  Korean. 

Approvals  of  investments  into  Batam 
have  not  shown  the  same  declining  trend 
since  1995  as  approvals  of  investments 
in  the  electronics  industry  in  general, 
which  is  obviously  encouraging.  The 
Singaporean  electronics  industry  has  been 
less  affected  by  both  the  Asian  financial 
crisis  and  the  more  recent  slump  in  US 
demand  than  expected.  Yet,  given  the 
enclave  nature  of  companies  in  Batam 
(Gammeltoft  2001)  and  the  distance  from 
the  bulk  of  the  industry  located  near 
Jakarta,  the  prospects  that  companies  in 
Batam  will  induce  development  of  a  co- 
herent local  industrial  system  appear  dim. 

Modes  of  Capability  Development 

In  a  sense,  every  firm  is  unique  and 
there  are  numerous  differences  between 


Among  the  largest  estates  are  MM2100,  Cibi- 
tung;  EJIP,  Cikarang;  Bekasi  International  Industrial 
Estate,  Lemahabang  and  Cikarang  Industrial  Estate 
(KIIQ. 


the  ways  in  which  firms  develop  capa- 
bilities, and  equally  numerous  differ- 
ences between  the  levels  of  their  capa- 
bilities. Yet  the  analyses  (Gammeltoft 
2001)  suggest  that  certain  configurations 
of  firms'  background  properties,  their  cap- 
abilities and  the  ways  they  develop  them 
tend  to  co-occur.  This  allows  the  construc- 
tion of  a  limited  number  of  "develop- 
ment modes",  certain  ideal-typical  con- 
figurations or  ways  of  developing  capabil- 
ities, which  individual  real-world  firms 
may  fit  more  or  less  perfectly.  Some  of  the 
most  important  characteristics  of  the  com- 
panies employing  each  development  mode 
are  summarised  in  table  2  in  Appendix  1. 
For  each  mode,  a  case  description  of  a 
company  representing  that  mode  is  given 
in  the  following. 

The  development  modes  apply  to  the 
private  manufacturers.  The  two  SOEs,  PT 
INTI  and  PT  LEN  are  better  considered 
'as  individual  cases.  The  two  companies 
operate  quite  isolated  from  the  bulk  of 
the  industry  (Gammeltoft  2001).  The  later 
section  will  show  that  the  relative  isolation 
of  the  "strategic  industries"  vis-a-vis  the 
bulk  of  private  industry  applies  not  only 
to  the  SOEs  but  also  to  the  supporting 
infrastructure  associated  with  the  SOEs. 

When  we  exclude  the  SOEs,  a  total  of 
six  modes  exhaust  the  sample:(1)  the  "en- 
clave firm";  (2)  the  "implanted  firm";  (3) 
the  "technology-importing  firm";  (4) 
the  "selectively  linked  firm";  (5)  the  "de- 
linked firm";  and,  (6)  the  "polylinked  firm". 
The  first  (1)  and  the  second  (2)  modes  cor- 
respond to  extrinsic  companies;  (3)  to  (6) 
to  intrinsic.  The  only  exceptions  are  two  in- 
trinsic companies  located  in  Batam,  which 
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in  spite  of  domestic  ownership  are  best 
characterised  as  enclave  since  they  are 
similar  to  the  foreign-owned  companies 
there  in  terms  of  TC  development.6  The 
modes  are  described  below,  and  the 
companies  employing  them  characterised 
in  terms  of  predominant  background 
properties,  capabilities  and  technology 
sources.  For  more  detail,  case  descriptions 
of  companies  belonging  to  each  mode 
can  be  found  in  (Gammeltoft  2001). 

By  estimating  the  number  of  companies 
belonging  to  each  mode  at  the  end  of 
this  section  it  becomes  evident  that 
few  companies  reap  the  potential  benefits 
from  linkage  and  spill-over  effects  in  terms 
of  the  way  they  develop  technological 
capabilities. 

The  Enclave  Firm 

Compared  to  other  companies,  the  en- 
clave firms  rely  primarily  on  international 
sources  of  technology  inputs.  They  are  ex- 
port-platform type  companies  established 
to  exploit  cheap  local  resources.  All  com- 
panies in  Batam  belong  to  this  type  along 
with  a  number  of  companies  in  the 
major  industrial  estates  around  Jakarta. 
Being  located  in  EPZs  or  having  export 
factory  (EPTE)  status,  they  benefit  from 
various  tax  and  duty  exemptions.  They 
tend  to  be  wholly  foreign  and  import 
nearly  all  inputs  with  the  possible  ex- 
ception of  various  low-tech  products  such 


One  of  the  two  companies  was  sold  to  a 
Singaporean  company  as  part  of  the  post-crisis 
restructuring  of  the  conglomerate  formerly  owning 
it. 


as  packaging  material  and  cables,  and 
they  export  most  or  all  output.  In  addition, 
they  tend  to  interact  little  with  local  com- 
panies and  institutions,  and  investment 
and  change  decisions  and  processes  are 
decided  upon  and  planned  abroad.  Pro- 
ducing for  the  world  market,  the  quality 
of  products  and  processes  are  at  the  level 
of  the  world  frontier,  so  their  operative 
capabilities  are  high.  They  employ  ex- 
patriate labor  for  their  more  advanced 
tasks,  but  the  local  engineers  who  are  em- 
ployed, consequently  obtain  knowledge 
and  experience  about  cutting-edge  pro- 
duction processes.  But  then,  manpower 
migration  from  extrinsic  to  intrinsic  com- 
panies is  generally  modest  (Gammeltoft 
2001).  It  would  be  arrogant  to  neglect 
the  employment,  tax  revenue  and  foreign 
exchange  earnings  generated  by  these 
firms,  and  there  might  also  be  elusive 
side  effects  of  their  presence  such  as  in- 
stilment of  a  certain  "industrial  spirit", 
as  Hirschman  would  have  it,  but  in  terms 
of  direct  contributions  to  developing 
the  domestic  productions  system,  the  im- 
pact is  modest.  For  the  companies  located 
in  Batam,  the  prospects  for  developing 
local  linkages  are  particularly  dim  since 
the  rest  of  the  industry  and  existing  or  po- 
tential support  institutions  are  located  in 
Java. 

The  Implanted  Firm 

These  companies  are  characterised  by 
being  extrinsic,  yet  as  opposed  to  the  "en- 
clave firms",  they  establish  various  local 
linkages.  We  are  dealing  particularly  with 
extrinsic  joint  ventures  rather  than  wholly 
foreign-owned  companies.  There  are  also 
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joint  ventures  among  the  intrinsic  "tech- 
nology importing  firms",  described  next, 
but  one  may  speculate  that  for  those  com- 
panies the  local  partner  is  more  directly  in- 
volved in  production,  whereas  for  these 
"implanted  firms",  local  participation  tends 
to  be  merely  financial  and/or  adminis- 
trative. As  an  example  of  the  extended 
linkages,  even  though  implanted  firms  use 
a  smaller  number  of  local  subcontractors 
than  intrinsic  companies  (Gammeltoft 
2001),  they  use  subcontractors  for  more 
advanced  tasks  more  than  other  com- 
panies. They  employ  a  range  of  different 
sources  technology  inputs.  The  links  estab- 
lished to  institutions  and  other  companies 
located  in  Indonesia  are  of  great  interest 
because  capabilities  may  potentially  diffuse 
into  the  local  production  system  through 
them.  But,  it  appeared  that  currently  the 
locally  situated  institutions  and  firms  em- 
ployed by  implanted  firms  were  different 
from  those  employed  by  the  intrinsic  com- 
panies (Gammeltoft  2001).  Furthermore, 
there  seemed  to  be  little  manpower  mo- 
bility into  intrinsic  companies.  On  the  con- 
trary, a  higher  engineers/workforce  ratio 
among  the  extrinsic  end  product  manu- 
facturers than  among  the  intrinsic  ones  in- 
dicated that  extrinsic  companies  employed 
the  majority  of  that  trained  labour,  which 
is  in  so  short  supply.  So,  even  though 
this  development  mode  may  induce  local 
capability  formation  in  various  areas,  there 
were  impediments  to  the  diffusion  of  cap- 
abilities into  intrinsic  companies.  On  the 
positive  side,  companies  within  this  devel- 
opment mode  are  more  likely  to  link  to 
local  institutions,  and  intrinsic  companies 
may  potentially,  with  an  effort,  link  to 
those  companies  and  institutions  em- 


ployed locally,  even  though  they  do  not 
presently  do  so. 

The  Technology-Importing  Firm 

Companies  employing  this  develop- 
ment mode  are  particularly  characterised 
by  being  intrinsic,  yet  depending  on 
one  particular  international  source  for  tech- 
nology inputs.  They  also  tend  to  rely  on 
their  own  internal  efforts,  more  so  than 
the  "implanted  firms".  They  have  few 
local  inter-firm  links,  fewer  than  the  "se- 
lectively linked  firms"  described  next. 
We  are  primarily  dealing  with  joint  ven- 
tures and  intrinsic  exporters.  In  (Gammel- 
toft 2001)  I  found  indications  that  obtain- 
ing technology  inputs  through  license 
agreements  rather  than  equity  participation 
may  allow  companies  to  operate  more 
independently  from  the  foreign  partner  and 
translate  into  higher  capability  to  acquire 
and  adapt/develop  technology:  foreign 
joint  venture  partners  may  prefer  to  tightly 
control  the  planning  and  implementation 
of  investment  and  change  activities.  As  the 
table  below  shows,  cooperation  based 
on  licenses  rather  than  capital  participation 
is  not  widespread,  however,  most  likely 
because  foreign  companies  prefer  the  ex- 
tended control  associated  with  ownership.7 


7According  to  the  World  Bank's  "Miracle 
Study"  (1993),  there  is  a  growing  reluctance  on 
the  part  of  companies  to  transfer  technology: 
"There  is  some  evidence,  and  a  growing  subjective 
sense,  that  arm's  length  licensing  is  decreasing  as 
an  option  for  closing  technology  gaps". 
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Table  2 


ARE  ANY  OF  THE  THREE  MAIN  PRODUCTS  PRODUCED  ON  A  LICENSE? 


Extrinsic 

Intrinsic 

State-oriented 

T        A.  1 

Total 

Batam 

End  prod. 

Supp. 

End  prod. 

Supp. 

Niche 

State-drv. 

SOE 

Yes 

1 

8% 

3 

20% 

2 

22% 

3 

30% 

1 

50% 

10 
15% 

No 

11 

92% 

12 
80% 

5 

100% 

7 

78% 

2 

100% 

12 
100% 

7 

70% 

1 

50% 

57 
85% 

Total 

12 
100% 

15 
100% 

5 

100% 

9 

100% 

2 

100% 

12 
100% 

10 
100% 

2 

100% 

67 
1 00% 

Source:  Author's  1998  industry  survey. 


Like  the  "selectively  linked  firms", 
these  companies  receive  no  or  little  infra- 
structural  support,  yei  if  infrastructure  sup- 
port were  more  developed,  they  could  po- 
tentially become  intermediaries  through 
such  institutions  onwards  to  other  entities 
through  their  domestic  and  international 
inter-company  linkages. 

The  Selectively-Linked  Firm 

The  "selectively-linked"  companies  are 
distinguished  from  the  "delinked  firms", 
discussed  next,  by  utilising  different  tech- 
nology sources  over  time  and  having  more 
links  to  other  local  companies  in  addition 
to  international  links.  In  terms  of  the 
company  types  specified  in  the  previous 
section,  they  are  primarily  the  more  soph- 
isticated niche  producers  and  wholly- 
domestically  owned,  domestic  market-or- 
iented intrinsic  end-product  manufacturers. 
With  respect  to  local  inter-firm  links,  we 
should  keep  in  mind  that  even  though  the 
large  intrinsic  end  product  manufacturers 


use  more  subcontractors  than  other  com- 
pany  types   (Gammeltoft   2001),  they 
are  predominantly  suppliers  of  low-tech 
parts  and  components,  and  not  subcon- 
tractors of  more  advanced  subcircuitry. 
The  local  and  international  links  appear  to 
be  more  dynamic  than  they  are  for  com- 
panies, which  are  linked  to  a  single  for- 
eign principal  through  license  agreements 
or  joint  ventures.  Some  companies,  for 
instance,  started  off  assembling  imported 
unlicensed  kits  or  assembling  the  products 
of  a  foreign  partner,  and  then  eventually 
designed  and  manufactured  their  own 
products.  Their  products  are  of  sufficiently 
high  quality,  and/or  they  have  the  ne- 
cessary marketing  connections  to  export. 
The  companies  employing  this  develop- 
ment mode  seem  to  manage  to  move 
dynamically  in  and  out  of  product  niches 
and  forge  links  to  buyers  and  suppliers 
in  response  to  the  expansion  or  contract- 
ion of  business  opportunities.  They  are  re- 
latively self-reliant  with  respect  to  invest- 
ment, production  and  innovation.  Sur- 
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prisingly,  these  companies  are  not  parti- 
cularly weak  with  respect  to  opera- 
tional capabilities,  i.e.,  the  ability  to 
use  technologies.  Indeed,  some  local  com- 
panies appear  to  be  quite  proficient 
manufacturers  (Cammeltoft  2001). 

Another  distinguishing  feature  is  the 
modest  or  altogether  absent  infrastruc- 
tural  support.  The  intrinsicness  and  the 
scale  of  these  companies  makes  it  likely 
that  they  could  and  would  benefit  from  ex- 
tended infrastructural  support  and  at  the 
same  time,  as  for  the  "implanted  firms", 
they  could  mediate  technology  between 
local  and  foreign  institutions  and  com- 
panies. 

Contrary  to  expectation,  direct  pro- 
ductive links  through  Chinese  business  net- 
works did  not  seem  to  have  much  import- 
ance for  the  niche  producers.  As  illustrate- 
d  in  a  number  of  cases  (Gammeltoft  2001), 
some  companies  began  production  by 
assembling  unlicensed,  imported  kits,  and 
no  doubt  the  experience  gained  from  that 
has  delivered  important  input  to  the 


later  development  and  production  of 
own  designs.  The  contact  to  the  kit  ex- 
porters may  of  course  have  been  me- 
diated through  such  networks,  and  com- 
panies may  have  obtained  a  favourable 
price.  Table  3  shows  whether  any  of  the 
companies'  three  main  products  are  im- 
ported, unlicensed  kits.  Apparently,  this 
type  of  production  mainly  occurs  among 
the  niche  manufacturers. 

More  generally,  Chinese  business  net- 
works are  no  doubt  very  important  in  is- 
sues of  trade,  finance  and  marketing, 
which  were  beyond  the  scope  of  the 
study  on  which  this  paper  is  based,  but 
the  forging  of  such  links  may  not 
be  preconditioned  by  ethnicity  or  any 
exclusive  network  membership,  but  rather 
depend  more  on  the  ingenuity  of  the 
entrepreneur.  This  was  suggested  by  the 
case  of  a  small  telecommunications  manu- 
facturer in  Bandung  (Gammeltoft  2001), 
which  with  respect  to  equity  participation 
and  technology  cooperation  was  closer 
connected  to  a  Taiwanese  company  than 
most  of  the  Sino-lndonesian  "niche*  com- 
panies. 


Table  3 


ARE  ANY  OF  THE  THREE  MAIN  PRODUCTS  UNLICENSED  IMPORTED  KIT? 


Extrinsic 

Intrinsic 

State-oriented 

Total 

Batam 

End  prod. 

Supp. 

End  prod. 

Supp. 

Niche 

State-drv. 

SOE 

Yes 

2 

13% 

5 

42% 

1 

10% 

1 

50% 

9 

13% 

No 

12 
100% 

13 

87% 

5 

100% 

9 

100% 

2 

100% 

7 

58% 

9 

90% 

1 

50% 

58 
87% 

Total 

12 
100% 

15 
100% 

5 

100% 

9 

100% 

2 

100% 

12 
100% 

10 
100% 

2 

1007o 

67 
100% 

Source:  Author's  1998  industry  survey. 
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The  Delinked  Firm 

The  "delinked"  companies  rely  primarily 
on  their  own  internal  efforts  and  on  re- 
sources which  can  be  said  to  reside  in  the 
public  domain.  Interactions  with  other 
firms  and  institutions  are  limited  and  they 
do  not  benefit  from  any  particular  inter- 
national links.  The  companies  tend  to 
be  relatively  small,  technologically  un- 
sophisticated, manufacturing  their  own 
designs,  and  oriented  towards  the  domestic 
market.  In  other  words,  we  are  dealing  here 
with  the  least  sophisticated  of  the  "niche 
companies".  They  furnish  jobs,  save  some 
foieign  exchange,  and  supply  market 
niches,  which  do  exist  but  are  unattractive 
to  the  major  players  in  the  industry.  Given 
that  several  companies  function  as  sub- 
contractors and  as  end-product  manufac- 
turers at  the  same  time,  it  is  conceivable 
that  this  type  of  company  represents  both 
a  potential  market,  though  possibly  modest, 
for  locally  produced  parts/components 
and  potential  suppliers  of  such  parts 
components.  That  would  require  a  bet- 
ter-integrated production  system  for  infor- 
mation about  potential  suppliers  and  buyers 
of  parts/components  as  well  as  the  pro- 
ducts themselves  to  flow  more  freely  in 
the  industrial  system. 

The  Polylinked  Firm 

Companies  within  this  development 
mode  are  the  ones  best  integrated  with 
their  wider  production  system.  These  com- 
panies, mostly  if  not  exclusively  the  state- 
driven  manufacturers,  exploit  a  variety 
of  different  sources  of  technology  inputs. 
They  primarily  produce  industrial  elec- 
tronics and  the  better  integration  may 


among  other  things  have  to  do  with  in- 
dustrial products  requiring  more  diverse 
external  inputs  than  consumer  products. 
But  even  though  the  sub  production  system 
to  which  these  companies  belong  displays 
properties  towards  more  integration,  the 
institutions  and  companies  associated  with 
it  constitute  a  separate  segment,  separate 
from  the  rest  of  the  industry.  The  state- 
driven  manufacturers  tend  to  be  small,  re- 
latively inefficient  businesses  with  ex- 
tensive development  work  and  techno- 
logically advanced  products,  and  in  terms 
of  capabilities  they  are  characterised  by 
having  relatively  low  ability  to  operate 
technology  and  high  ability  to  adapt/ 
develop  technology  (Gammeltoft  2001). 
In  product  and  process  changes  these  com- 
panies rely  more  on  "public  domain" 
sources  than  other  company  types  and 
equally  much  on  firm-internal  efforts  (Gam- 
meltoft 2001).  But  at  the  same  time,  they 
rely  more  on  infrastructure  support  and 
inter-firm  networks  than  most  other  firms. 
Among  other  things,  this  has  to  do  with 
the  "institutional  density"  of  the  Bandung 
area,  where  many  of  these  firms  are 
located.  The  case  descriptions  in  (Gam- 
meltoft 2001)  indicate  that  firms  are  quite 
extensively  and  closely  associated  with 
various  external  institutions,  and  have 
close,  cooperative  relationships  with  their 
buyers.  Among  the  most  important  insti- 
tutions are  PT  Telkom  and  its  R&D  depart- 
ment, RisTI;  MOIT  and  its  extension 
services;  and  the  Institute  of  Technology 
Bandung  (ITB).  The  importance  attached 
to  the  ITB  alumni  association  by  one  com- 
pany is  also  likely  to  reflect  the  import- 
ance of  closeness  to  a  high-quality  training 
and  research  institution  and  the  informal 
networks  between  its  alumni. 
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With  respect  to  access  to  foreign 
sources  of  technology,  it  was  revealed 
(Gammeltoft  2001)  that  the  companies  do 
attempt  to  and  succeeded  in  accessing 
foreign  technology  in  various  ways,  in 
some  instances  long-term  collaborative 
ventures,  in  other  instances  short-term  joint 
development  efforts:  for  example,  the  com- 
pany which  is  probably  the  most  techno- 
logically capable  private  company  in  this 
segment  was  for  some  time  involved  in  a 
USAID-sponsored  joint  development  pro- 
ject; another  has  a  procurement  agent  in 
the  U.S.  and  cooperates  with  a  small 
American  company,  which  they  are  con- 
sidering purchasing;  a  third  has  co-devel- 
oped a  traffic  control  system  with  an  Aus- 
tralian company  because  such  cooperation 
was  required  by  the  buyer,  viz.  the  Indo- 
nesian government;  and  a  fourth,  a  small 
private  company,  has  without  any  prior 
contacts  ventured  into  a  joint  project 
with  a  small  Taiwanese  company  to  build 
and  run  a  factory  in  Bandung.  Training  ab- 
road is  also  common  and  important. 

On  the  other  hand,  ventures  appeared 
to  be  predominantly  ad  hoc  and  limited 
in  scope  and  duration  and  secondary 
to  companies'  own  internal  efforts.  Further- 
more, the  projects  tend  to  be  limited  to 
the  products  and  exclude  the  processes, 
which  along  with  limited  competition 
in  the  market  supplied,  viz.  the  govern- 
ment and  government  affiliated  entities, 
contributes  to  explaining  the  observed  re- 
latively weak  operative  capabilities  of 
these  firms.  Along  with  the  frequent  oc- 
currence and  high  importance  of  reverse 
engineering  of  foreign  products,  it  seems 
appropriate  to  conclude  that  access  to 
foreign  technology  is  very  important  and 


that  the  companies  do  access  such  sources. 
At  the  same  time,  the  fact  that  this  was 
apparent  from  the  qualitative  case  material 
but  not  reflected  in  the  quantitative  survey 
(Gammeltoft  2001)  ;  the  relatively  ad- 
vanced technology  we  are  dealing  with 
in  this  segment;  and  the  inevitable  gap 
between  domestically-  and  foreign-devel- 
oped technology,  access  to  foreign  sources 
of  technology  still  appears  inadequate.  The 
need  for  foreign  inputs  in  the  form  of 
capital,  technology,  knowledge,  and  pos- 
sibly marketing  opportunities  is  obvious, 
and  therefore  possibilities  for  forming  co- 
operative projects,  perhaps  particularly 
with  Taiwanese  or  Korean  companies, 
might  be  explored  much  further.  Accord- 
ingly, an  appropriate  statement  concern- 
ing access  to  foreign  sources  of  techno- 
logy seems  to  be  that  it  is  better  than 
one  would  immediately  expect  given  the 
absence  of  foreign  equity  involvement 
and  the  small  size  and  exclusively  domestic 
market  orientation  of  these  companies, 
but  at  the  same  time  insufficient  con- 
sidering the  advanced  product  type. 

Development  Modes  and  Company 
Types 

Without  doing  too  much  violence  to 
the  data,  all  65  companies,  excluding  the 
SOEs,  in  the  industry  survey  are  assigned 
to  one  development  mode  (Gammeltoft 
2001).  The  relationship  between  company 
types  and  development  modes  is  shown 
below. 

Among  the  attractions  of  a  production 
system  with  a  high  occurrence  of  linkages 
between  manufacturing  companies  them- 
selves and  between  manufacturing  com- 
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panies  and  supporting  institutions  are  that 
it  may  enhance  flexibility,  local  accumul- 
ation processes,  technology  transfer  and 
innovation  (Gammeltoft  2001).  Given  that 
much  technology  is  developed  abroad, 
direct  and  indirect  linkages  between  ex- 
trinsic and  intrinsic  companies  are  parti- 
cularly interesting. 

First  of  all,  Table  4  shows  that  far 
more  companies  are  associated  with 
the  "enclave"  mode  than  with  the  other 
modes.  In  terms  of  development  of  a 
broad-based  and  integrated  local  pro- 
duction system,  this  is  disadvantageous. 
The  "poly-linked  firms"  primarily  belong 
to  the  telecommunications  segment,  which 
operates  in  relative  isolation  from  the  rest 
of  the  industry,  both  in  terms  of  manu- 
facturing and  in  terms  of  supporting  in- 
stitutions. The  "technology-importing  firms" 
primarily  interact  with  their  foreign  partners 
and  little  with  other  local  manufactur- 
ing enterprises  or  supporting  institutions. 


Table  4 

DEVELOPMENT  MODES 


The  most  interesting  combination  of 
companies,  then,  becomes  the  "implanted 
firms"  combined  with  the  "selectively- 
linked  firms"  but  as  apparent  from  the 
table  above,  not  many  of  these  companies 
exist.  In  terms  of  exploiting  potential 
linkage  and  spill-over  effects  accruing  from 
more  organisationally  advanced  pro- 
duction systems,  the  present  organisation 
of  the  industry  appears  short  of  optimal. 

SEGMENTATION  IN  THE  INNOVAT- 
ION SYSTEM 

"Institutions"  have  been  a  central  theme 
in  the  literature  on  national  innovation 
systems:  beyond  dealing  with  a  range  of 
specific  institutions,  institutions  at  a  more 
general  level  are  regarded  as  essential  pro- 
viders of  "the  stability  needed  for  innov- 
ative efforts  to  take  place  and  to  be  suc- 
cessful", and  as  repositories  to  "create, 
store  and  transfer  the  knowledge,  skills 


AND  COMPANY  TYPES 


State-oriented 
State-drv. 


Enclave    Implanted     Technology-    Selectively    Delinked     Polylinked  Total 

importing  linked 


Extrinsic 

Batam 

12 

End  prod. 

9 

Supp. 

3 

Intrinsic 

End  prod. 

2 

Supp. 

Niche 

6 
2 


2 
4 


2 
8 


10 


12 
15 
5 

9 
2 
12 

10 


Total  26  8  5  6  10  10  65 

40%         12%  8%  9%  15%  15%  100% 
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and  artefacts  which  define  new  techno- 
logies", or  differently  put,  as  "mediators 
of  externalities".  Sanjaya  Lall  (1992)  con- 
f  ceives  "national  technological  capabilities" 

as  constituted  of  capabilities,  incentives, 
and  institutions. 

Infrastructural  support  is  generally  as- 
sessed by  companies  in  the  Indonesian 
electronics  industry  as  being  of  very  little 
importance  to  their  product  and  process 
change  processes  (Gammeltoft  2001)  .  As 
we  will  see  below,  this  is  to  a  large  ex- 
tent a  supply  side  issue  since  infrastruc- 
ture support  is  lacking  in  both  quantitative 
and  qualitative  terms.  Furthermore,  in  the 
supporting  infrastructure  we  also  come 
across  the  recurrent  theme  of  segment- 
ation. It  applies  to  the  supporting  infra- 
structure of  the  "strategic  industries"  vs. 
MOIT's  more  mundane  industrial  exten- 
sion; the  telecommunications  segments  vs. 
the  consumer  electronics  segments;  and 
internally  in  the  telecommunications  seg- 
ments between  services  and  manufactur- 
ing, respectively. 

In  Indonesia,  institutions  specifically 
supporting  technological  development  in 
industry  serve  two  different  purposes:  one 
is  to  provide  research,  information  and 
other  support  to  industry  in  general;  the 
other  is  to  support  the  "strategic  indus- 
tries". Institutions'  and  responsibility  for 
policies  are  divided  according  to  these 
lines.  Consequently,  there  are  two  types 
of  public  sector  research  institutions:  those 
under  the  Ministry  of  Industry  and  Trade 
(MOIT)  and  those  under  the  Minister  of 
State  for  Research  and  Technology  (Men- 
ristek).  In  addition  to  this,  efforts  towards 
long-term  basic  research  are  conducted 


independently  by  the  scientific  research 
establishment.8 

Through  its  "Agency  for  Industrial  Re- 
search and  Development"  (BPPI)  (see  figure 
3),  MOIT  controls  nine  sectoral  institutes, 
ten  regional  testing  laboratories,  and 
five  industrial  research  and  testing  centres 
(Lall  1998).  They  are  primarily  engaged  in 
training  and  testing,  product  certification, 
standardisation,  and  extension  services. 
They  undertake  little  technology  develop- 
ment or  R&D  and  tend  to  have  poor 
linkages  with  industry.  There  are  few  in- 
centives to  sell  technology  and  services 
to  industry,  and  they  have  limited  ability 
to  market  technologies.  Salaries  are  low 
and  staff  insufficiently  trained,  laboratories 
have  outdated  equipment  and  are  starved 
of  resources,  and  management  is  weak. 
MOIT  has  also  established  semi-auto- 
nomous extension  services,  "Technical 
Service  Groups",  to  support  textiles, 
engineering  products  and  pulp/paper  in- 
dustries, with  a  90%  subsidy  to  firms  that 
use  their  services.  Lall  (1998)  considers 
that  these  have  done  some  valuable  work 
but  have  limited  geographical  and  in- 
dustrial coverage,  little  firm-level  reach 
and  are  dominated  by  expatriates.  None 
of  the  electronics  companies  I  surveyed 
reported  having  contacts  with  these  tech- 
nical service  groups. 

Most  national  expenditure  on  R&D  is 
allocated  to  six  non-departmental  govern- 
ment institutes  (LPNDs)  under  Menristek 


8Each  line  ministry  has  its  own  sector-specific 
research  laboratories,  but  here  I  deal  only  with  in- 
dustry support. 
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Figure  3 


S&T  INFRASTRUCTURE  UNDER  MOIT  AND  MENRISTEK 


MOIT 


BPPI  (Agency  for  Industrial  Research 
and  Development) 


Various  national  and  regional 
research  and  testing  institutions 


Menristek 


LPNDs  (Non-departmental  government 
institutes) 


LIPI 


BPPT 


Puspiptek  (National  Centre  for  S&T) 
Six  BPPT  laboratories 
Four  LIPI  laboratories 
Industrial  estate  under  construction 


(see  Figure  3).  They  subcontract  research 
from  the  ministries  and  are  supposed  to 
support  private  industry  with  research  serv- 
ices and  promote  linkages  with  research 
at  universities.  They  tend  to  be  better 
staffed,  funded  and  equipped  than  in- 
stitutes under  MOIT.  But  they  too  have 
established  few  linkages  with  private  in- 
dustry, are  supply-  rather  than  demand- 
driven,  bureaucratic  with  respect  to  man- 
agement and  procedures  and  contribute 
little  to  the  development  of  industrial  tech- 
nology (Lall  1998). 

The  "Agency  for  the  Assessment  and 
Application  of  Technology"  (BPPT)  is  in 
charge  of  formulating  and  implementing 
policies  for  industrial  and  other  forms  of 
technology,  and  was  chaired  by  Habibie 
until  he  became  president  in  1998.  Being 


one  of  the  LPNDs  under  Menristek,  the 
agency  is  relatively  well  endowed  to 
provide  technical  information  and  sup- 
port services  to  national  industry.  Accord- 
ing to  a  personal  interview  with  a  BPPT 
director,  the  agency  conducts  four  types 
of  activities  with  the  first  being  the  most 
important:  (1)  assisting  in  formulation  of 
policy;  (2)  coordination  of  assessment 
and  application  of  technology,  e.g.  ar- 
ranging discussion  seminars  with  relevant 
parties  before  major  decisions;  (3)  services 
to  government  and  private  companies 
such  as  staff  training;  and,  (4)  in-house  re- 
search. In  practice,  there  are  very  few  in- 
stances of  service  provision  to  private  com- 
panies. Most  of  the  BPPT  laboratories  are 
geared  to  servicing  the  national  aircraft 
manufacturer  IPTN,  but  the  facilities  are 
also  used  by  foreign  automobile  assem- 
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biers.  They  have  attempted  to  reach 
private  industry  but  have  not  been  suc- 
cessful, according  to  the  director  because 
there  is  not  a  big  demand  for  such  sup- 
port and  because  domestic  companies 
tend  to  be  linked  to  foreign  principals 
and  only  want  to  use  proven  technology, 
not  develop  new.  BPPT  is  well  supplied 
with  formally  trained  manpower  but  em- 
ployees lack  practical  experience.  There 
is  practically  no  migration  of  experienced 
engineers  into  private  companies.  Even 
though  activities  of  BPPT  do  not  reach 
private  industry,  they  can  lower  the  cost 
of  technology  acquisition  and  make  ac- 
quisitions more  informed. 

A  science  city,  the  "National  Centre  for 
Science  and  Technology"  (Puspiptek)  at 
Serpong  south  of  Jakarta,  established  in  the 
early  80s,  was  initially  proposed  by  Men- 
ristek.  It  has  six  BPPT  laboratories  and  four 
LIPI  (the  "Indonesian  Institute  of  Sciences") 
laboratories  and  an  industrial  estate  is 
being  constructed  to  attract  knowledge- 
and  skill-intensive  industries,  which  can 
draw  upon  the  technological  facilities  there 
and  contribute  to  commercialising  tech- 
nologies. The  intention  was  that  it  should 
serve  the  strategic  industries  as  well 
as  complement  and  support  other  in- 
dustry-related research  done  by  MOIT, 
and  it  should  have  strong  links  with 
private  industries.  However,  it  has  been 
subsumed  under  the  somewhat  self-con- 
tained system  of  Menristek  and  primarily 
caters  for  the  strategic  industries,  parti- 
cularly the  aircraft  manufacturer,  IPTN. 


There  are  three  test  laboratories:  testing  of 
construction;  thermo-dynamics  and  heat  exchangers; 
and  vibration  and  aerodynamics  (wind-tunnel). 


Even  though  MOIT  has  laboratories 
nearby,  they  have  little  contact  with  the 
LPNDs.  In  Lall's  (1998)  assessment,  it  is 
too  early  to  judge  the  longer-term  benefits 
of  Puspiptek,  but  currently  it  remains 
largely  delinked  from  the  bulk  of  Indone- 
sian industry. 

A  particularly  "dense"  institutional 
setting  is  found  in  the  provincial  capital 
of  West  Java,  Bandung.  Many  local 
telecommunications  manufacturers  are 
located  there  and  the  city  also  hosts 
the  headquarters  of  the  main  buyer,  the 
national  telecommunications  provider, 
PT  Telkom.  The  industrial  strengths  of 
Bandung  in  part  stem  from  the  fact  that 
it  has  historically  been  the  centre  of  the 
national  textile  industry.  The  city  has  also 
been  a  preferred  location  for  public  in- 
stitutions since  colonial  times  due  to  its 
closeness  to  Jakarta,  today  a  comfortable 
two-hour  train  ride,  and  its  superior  cli- 
mate. The  city  has  a  high  concentration 
of  educational  and  R&D  institutions  as 
well  as  technology-oriented  state-owned 
enterprises.  The  "Institute  of  Technology 
Bandung"  (ITB),  founded  by  the  Dutch  in 
1920,  is  considered  the  best  technical 
educational  institution  in  the  country.  In 
a  survey  of  135  science  and  technology 
institutions  conducted  by  Asia  Week  in 
1999,  ITB  was  rated  number  15,  ahead 
of  some  schools  in  Japan  and  Australia.10 


The  institutions  were  ranked  according  to  a 
weighted  sum  of  scores  in  five  categories:  Academic 
reputation,  student  selectivity  (quality  of  students), 
faculty  resources  (quality  of  teachers,  pay,  per- 
teacher  spending,  class  size,  student/teacher  ratio), 
research  output,  financial  resources  (total  spending 
per  student,  library  spending  per  student,  etc.).  The 
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After  independence,  several  public  and 
private  universities  and  colleges  were 
established,  such  as  a  specialised  "College 
of  Telecommunication  Technology"  (STTT) 
and  several  polytechnic  schools  offering 
undergraduate  education  and  technical 
colleges.  In  the  1960s,  some  R&D  labor- 
atories were  moved  out  of  ITB  to  neigh- 
bouring areas  by  the  state,  and  have  since 
run  under  the  auspices  of  scientific  organ- 
isations like  LIPI  or  the  "National  Agency 
for  Atomic  Energy"  (Batan).  Among  the 
technology-oriented  state-owned  enter- 
prises are  PT  INTI,  PT  LEN  and  the  now 
partly  privatised  PT  Telkom,  all  in  tele- 
communication services  and  manufacturing, 
PT  Pindad  in  arms  manufacturing,  and  PT 
IPTN,  the  aircraft  manufacturer.  All  the 
mentioned  companies,  except  PT  Telkom, 
are  among  the  "strategic  industries". 

An  "Inter  University  Centre  on  Micro- 
electronics" was  established  at  the  "Tech- 
nological Institute^  of  Bandung"  (ITB)  in 
1986  under  a  World  Bank  loan  to  un- 
dertake education,  training,  and  R&D 
activities  in  microelectronics.  It  was  the  first 
centre  of  microelectronics  in  Indonesia,  and 
serves  a  number  of  other  universities.  There 
are  four  laboratories:  a  semiconductor 
devices  laboratory,  an  integrated  circuit 
design  laboratory,  an  integrated  circuit 
processing  laboratory,  and  a  microelec- 
tronics systems  laboratory.  The  laboratories 
are  not  well  developed,  manpower  is  lack- 
ing in  both  quantitative  and  qualitative 
terms,  and  facilities  are  inadequate  (SRI 


best  Indonesian  universities  among  the  79  Asian 
universities  rated  were  Gadjah  Mada  University 
in  Yogyakarta,  rated  number  67,  and  University 
of  Indonesia  in  Jakarta,  number  70. 


1991).  The  public  enterprise,  PT  LEN, 
also  conducts  some  R&D  related  to  elec- 
tronics. 

In  recognition  of  some  of  the  problems 
mentioned  above,  government  launched 
a  program,  "Priority  Partnership  Research 
Program"  (RUK),  in  1995,  intended  to  en- 
courage public  S&T  institutions  to  carry 
out  activities  more  relevant  to  real  in- 
dustry needs.  Under  this  program,  the 
government  finances  research,  develop- 
ment and  engineering  activities,  which 
are  carried  out  in  cooperation  between 
public  institutions  and  private  or  state- 
owned  manufacturing  enterprises,  and 
aim  at  concrete  challenges  encountered 
in  production.  Such  a  strategy  accords  very 
well  with  the  recommendations  in  the  liter- 
ature on  national  innovation  systems.  It 
may  be  premature  to  assess  the  initiative, 
but  according  to  Thee  (1998),  most  act- 
ivities so  far  have  been  initiated  by  the 
public  institutions  and  may  consequently 
not  correspond  to  industry  needs. 

Two  industry  associations  represent 
electronics  manufacturers  in  Indonesia:  "the 
Association  of  Electronic  and  Electrical 
Home  Appliances  Industries  of  Indonesia" 
(Gabe/)  represents  the  consumer  electronics 
segment  and  "the  Indonesian  Telecom- 
munication Electronics  Industry  Associat- 
ion* (AIETI)  the  telecommunications  seg- 
ment. Cabel  organises  about  100  manufac- 
turers of  electronics  or  electrical  home  ap- 
pliances and  supporting  industries.  AIETI 
had  only  five  members  in  mid-1998  and 
in  an  interview,  the  association  charac- 
terised itself  as  an  "informal  club"  rather 
than  an  association  proper. 
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Association  membership  is  very  uneven 
between  industry  segments.  Among  the 
67  companies  surveyed,  a  third  were 
t  members  of  one  of  the  two  industry  as- 
sociations (Gammeltoft  2001).  The  dis- 
tribution across  company  types  is  shown 
in  Table  5.  The  highest  participation  is 
found  among  the  intrinsic  companies,  the 
lowest  among  the  state-driven  companies 
and  the  extrinsic  companies  in  Batam. 

The  general  weakness  of  the  industry 
associations,  the  low  and  uneven  member- 
ship by  companies,  and  the  segmentation 
into  separate  associations  represent  an- 
other instance  of  modest  institutional  sup- 
port. 

More  specifically  pertaining  to  the 
telecommunications  industry,  the  former 
chairman  LI  PI,  Samaun  Samadikun,  has 
argued  (Cabel  1997)  that  poor  inter-depart- 
mental coordination  has  held  back  the 
growth  of  the  domestic  telecommunic- 
ations industry.  Responsibility  for  the  tele- 


communications industry  is  divided  be- 
tween the  Ministry  for  Tourism,  Post  and 
Telecommunication  (Tourpostel)  and  the 
Ministry  of  Industry  and  Trade.  The  former 
oversees  service  industries  and  the  ex- 
pansion of  the  domestic  telecommunic- 
ations infrastructure,  i.e.  on  demand  issues, 
whereas  the  latter  oversees  domestic 
manufacturers.  According  to  Samadikun, 
Tourpostel  focuses  only  on  consumption 
targets,  e.g.,  the  ambition  to  reach  a  tele- 
phone density  of  five  connections  per  100 
people  by  year  2000,  without  considering 
the  very  high  import  dependence  as- 
sociated with  telecommunications  equip- 
ment, and  without  coordinating  with 
MOIT's  production  and  export  targets. 
Such  a  lack  of  coordination,  then,  is  fur- 
ther aggravated  by  the  ambition  to  create 
a  national  information  broadband  tele- 
communications infrastructure,  labelled 
" Nusantara-21 " ,  with  an  estimated  in- 
vestment requirement  of  US$40  billion 
through  to  the  year  2004,  with  potentially 
large  spill-over  effects  on  local  industries 


Table  5 


MEMBERSHIP  OF  A  BUSINESS  ASSOCIATION  BY  COMPANY  TYPE 
(Number  of  Companies  and  Per  Cent) 


Extrinsic 

Intrinsic 

State-oriented 

Total 

Batam 

End  prod. 

Supp. 

End  prod. 

Supp. 

Niche 

State-drv. 

SOE 

No 

12 
100% 

7 

47% 

2 

40% 

2 

22% 

2 

100% 

9 

75% 

10 
100% 

44 
66% 

Cabel 

7 

47% 

3 

60% 

7 

78% 

3 

25% 

20 
30% 

AIETI 

1 

7% 

2 

100% 

3 
4% 

Total 

12 
100% 

15 
100% 

5 

100% 

9 

100% 

2 

100% 

12 
100% 

10 
100% 

2 

100% 

67 
100% 

Source:  Author's  1998  industry  survey. 
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or,  potentially,  huge  import  requirements. 
Among  the  initiatives  prepared  to  support 
local  manufacturers,  BPIS  has  considered 
creating  an  association  of  about  100 
domestic  telecommunications  manufac- 
turers, a  strategic  alliance  to  share  techno- 
logical, financial  and  marketing  resources; 
and  two  MOIT  initiatives,  "Bandung  High 
Tech  Valley"  and  "Electronic  Super  Site" 
are  also  intended  to  support  domestic 
manufacturers  and  at  the  same  time  attract 
foreign  companies. 

In  1978,  PT  Telkom  established  the 
division  "Training,  Research  and  Develop- 
ment Centre-  for  Telecommunications"  (RisTI 
1999).11  It  has  since  undergone  a  series 
of  changes,  first  relinquishing  training  to 
another  department,  then  shifting  focus 
more  towards  research  than  development, 
and  finally  placing  more  weight  on  soft- 
ware. In  1995,  following  a  restructuring 
process,  it  took  on  its  current  name,  "Tech- 
nology Research^Division"  (Riset  Tek- 
nologi  Informasi  (RisTI)).  In  1997,  RisTI 
filed  its  first  patent  application,  and  went 
on  to  file  a  total  of  ten  in  the  years  1997 
and  1998.  Among  the  concrete  services 
currently  offered  by  RisTI  tc  the  telecom- 
munications community  are  calibration; 
information  concerning  telecommunications 
standards;  type  approval;  quality  assurance; 
equipment  rental;  and  product  tests. 
The  interviews  conducted  as  part  of  my 


study  (Gammeltoft  2001)  indicated  that 
the  use  of  these  facilities  by  private  manu- 
facturers was  widespread.  Among  its  less 
concrete  activities,  RisTI  has  conceived 
a  series  of  initiatives:  (1)  A  "Research, 
Development  and  Innovation"  (RDI)  in- 
itiative aiming  at  "promoting  Bandung  as 
an  industrial  centre  for  the  information 
industry".  As  part  of  this  strategy,  RisTI  will 
attempt  to  forge  strategic  alliances  with 
foreign  telecommunications  operators 
and  telecommunications  and  IT  research 
institutions;  (2)  A  "Virtual  Process  Lab- 
oratory", a  joint  program  between  RisTI, 
Microsoft  and  Hewlett  Packard  for 
the  development  of  Web-based  software 
applications;  (3)  "Project  Probis"  (Proyek 
Bandung  Industri  Software)  established  in  1 
998  to  train  software  engineers,  raise  the 
quality  of  software  developed,  and  gain 
access  to  global  marketing  channels12; 
(4)  A  "Regional  Technical  Center  Intel- 
ligent Network",  established  by  RisTI  and 
Lucent  to  encourage  local  development 
skills  in  telecommunications  services  such 
as  tele-education;  and,  (5)  RisTI  plays  a 
central  role  in  Nusantara-21 ,  mentioned 
above.  These  lofty  projects  and  goals  are 
unlikely  to  have  had  any  significant  im- 
pact beyond  RisTI's  own  laboratories  yet. 
Even  though  the  foreign  partners  are 
probably  primarily  motivated  by  the  desire 
to  familiarise  PT  Telkom  with  their  parti- 
cular products  and  services,  some  local 


RisTI  is  not  analysed  in  any  of  the  assess- 
ments of  supporting  institutions  known  to  this 
author,  possibly  because  the  high  priority  currently 
placed  on  forging  external  links  to  domestic  in- 
dustry and  international  partners  is  so  recent  and 
because  of  a  general  lack  of  research  on  the  tele- 
communications industry. 


The  initiatives  in  software  should  be  viewed 
against  the  backdrop  of  a  growing  private  software 
industry  related  to  geographic  information  systems 
(GIS)  in  Bandung,  for  which  a  large  domestic  mar- 
ket exists  due  to  the  geographic  and  geological 
characteristics  of  the  country;  and  of  the  increasing 
importance  of  software  development  in  telecom- 
munications generally. 
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learning  is  bound  to  follow.  If  nothing 
else,  this  should  enable  more  qualified 
choices  to  be  made  and  more  favourable 
/  conditions  to  be  obtained  in  future  con- 
tracts. RisTI  has  good  linkages  both  with 
state-owned  enterprises  and  local  private 
industry,  much  more  so  than  the  "strategic 
industries"  and  institutions  related  to  them. 

The  linkages  between  private  companies 
and  supporting  institutions  are  other- 
wise generally  very  weak  (Gammeltoft 
2001).  The  larger,  more  capable  firms 
regard  their  activities  as  irrelevant  or 
of  insufficient  quality,  while  the  smaller 
companies  often  do  not  know  of  their 
existence  or  services  or  lack  the  motivation 
to  seek  them  out.  There  are  some  links  be- 
tween companies  and  institutions  under 
MOIT,  particularly  in  the  areas  of  man- 
agement and  quality  assurance,  but  no 
private  companies  were  found  to  interact 
with  institutions  under  Menristek. 

SEGMENTATION  IN  THE  POLITICAL 
ECONOMY/DISTANT  INSTITUTIONAL 
CONTEXT 

How  might  one  account  for  the  seg- 
mentation observed  in  the  innovation 
system  and  the  industrial  system?  This 
is  obviously  a  many-facetted  and  complex 
matter  with  no  easy  or  monocausal 
answers.  A  number  of  issues  have  been 
raised  (Gammeltoft  2001  )pertaining  to 
what  was  referred  to  in  the  previous  sec- 
tion as  the  broader  Indonesian  "po- 
litical economy  and  distant  institutional 
context"  in  which  the  electronics  industry 
is  embedded,  with  bearing  on  processes 
of  capability  development  at  the  firm  level. 
Two  of  these  issues  may  be  regarded 
as  manifestations  of  segmentation  in  the 


broader  political  economy  and  distant 
institutional  context,  which  in  turn  are 
reproduced  at  the  level  of  production. 
One  of  these  issues  is  the  presence  and 
divergent  policy  preferences  of  separate 
statal  factions;  the  other  is  the  longstand- 
ing issue  of  ethnic  animosities  between 
the  ethnic  Malay,  the  "Pribumi",  and  the 
Sino-lndonesians. 

Contending  Statal  Factions  and 
Ideologies 

Throughout  most  of  the  post-indep- 
endence period,  the  policy  stance  of 
the  Indonesian  state  has  been  markedly 
interventionist,  both  in  economic  and 
political  affairs.  But  economic  strategy  has 
neither  been  uniform  nor  uncontested. 
Rather,  different  groups  and  different  ideo- 
logies have  been  able  to  assert  varying 
measures  of  influence  at  different  points  in 
time.  Two  groups  are  commonly  recogn- 
ized, "the  nationalists"  and  "the  technocrats". 
In  our  context,  it  is  appropriate  to  differen- 
tiate even  further,  as  we  shall  see  in  the  fol- 
lowing. 

Economic  nationalism  had  two  over- 
arching concerns:  increasing  national  con- 
trol over  the  economy  relative  to  foreign 
control,  and  increasing  indigenous  control 
relative  to  Chinese.  Thus,  nationalist  pol- 
icies have  more  or  less  explicitly  had  a 
Pribumi  promotion  component.  The  re- 
nowned article  33  of  the  constitution 
justifies  state  interventionism.  It  stipulates 
that  (1)  the  economy  is  organised  as  a 
joint  endeavour  based  on  "the  family 
principle";  (2)  sector's  of  production  im- 
portant to  the  state,  and  which  encom- 
pass the  basic  needs  of  the  people,  are  to 
be  controlled  by  the  state;  and,  (3)  natural 
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resources  are  to  be  controlled  by  the  state 
for  the  benefit  of  the  people.  The  state  has 
been  particularly  active  in  banking,  up- 
stream industries  and  infrastructure,  and 
the  "nationalists"  tend  to  reside  in  key  line 
ministries  like  MOIT  and  in  the  state  se- 
cretariat. 

When  Soeharto  took  control  in  1966 
of  a  country  in  economic  ruin,  a  new 
group  of  economic  policy  makers  came 
to  the  fore,  the  so-called  "technocrats".  In 
order  to  renegotiate  debt  and  attract 
badly-needed  aid  and  foreign  capital 
and  technology,  Suharto  installed  a  group 
of  Western-educated  economists  in  key 
economic  bodies.  They  successfully  argued 
for  pursuit  of  a  more  outward-looking 
and  orthodox  liberal  policy,  spending  on 
SOEs  was  cut,  trade  barriers  loosened 
and  investment  laws  reformed.  The  tech- 
nocrats are  generally  committed  to  neo- 
classical growth  economics,  and  primarily 
emphasise  reliance-pn  foreign  capital  and 
market  forces,  being  cautious  of  state  sub- 
sidy and  protection  of  particular  eco- 
nomic groups.  This  early  reform  program- 
me has  come  to  be  regarded  as  one  of 
the  most  successful  in  the  world  (Booth 
1995).  The  technocrats  reside  mostly  in 
planning  agencies,  e.g.  Bappenas,  in  the 
National  Bank,  the  Ministry  of  Finance 
and  the  University  of  Indonesia.  Their  in- 
fluence soon  declined,  however.  In  the 
early  1970s,  student  protests  were  mo- 
unted against  foreign  influence,  parti- 
cularly Japanese,  culminating  in  the  1974 
Malari  riots.  At  the  same  time,  critics,  most 
notably  perhaps  the  Chinese  academic  and 
businessman,  Jusuf  Panglaykim,  associated 
with  the  "Centre  for  Strategic  and  Inter- 
national  Studies"   (CSIS),   argued  that 


without  a  co-ordinated  national  economic 
strategy,  the  penetration  of  foreign  capital 
would  be  exploitative  and  destructive  to- 
wards local  industrial  development  (Ro- 
bison  1986).  Finally  and  most  importantly, 
the  oil  price  hike  in  1973  secured  the 
state  a  revenue  base,  which  allowed  it 
to  reinvigorate  its  interventionist  policies. 
Protection  and  trade  barriers  increased, 
foreign  entry  was  restricted,  and  program- 
mes to  establish  local  capital  and  inter- 
mediate goods  industries  and  increase  in- 
dustrial deepening  were  undertaken, 
spearheaded  by  direct  public  investment. 
With  the  plummeting  of  the  oil  prices  in 
1982  and  1986,  the  fall  of  other  com- 
modity prices,  unfavourable  currency  real- 
ignments, and  a  general  slowdown  in  the 
global  economy,  the  technocrats  came  back 
into  favour  and  economic  policy  swung 
back  towards  liberalisation  and  private- 
sector  investment  in  export  industries. 
The  financial  sector  was  deregulated 
and  numerous  trade  and  investment  bar- 
riers were  lowered. 

This  later  reform  program  was,  again, 
highly  successful.  High  growth  in  non-oil 
exports  and  in  manufacturing  allowed 
for  renewed  growth  of  state-owned  indus- 
tries in  the  1990s  (Meyanathan  1994),  but 
this  time  with  an  explicit  agenda  of  tech- 
nological upgrading.  A  less  frequently  re- 
cognized group,  the  "technocrats",  surround- 
ing the  former  Minister  of  Research  and 
Technology  and  later  president,  Habibie, 
argued  for  a  strategy  of  technological 
leapfrogging,  increase  of  domestic  cap- 
abilities and  value  added  through  the 
establishment  of  a  number  of  high-tech 
"strategic"  industries  along  with  supporting 
infrastructure.  With  its  explicit  technolog- 
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ical  agenda  and  its  narrower  focus  on  a 
limited  range  of  state-owned  industries, 
this  group  is  meaningfully  distinguished 
from  "the  nationalists".  The  technocrats' 
influence  increased  from  the  early  1990s: 
an  unprecedentedly  large  number  of  them 
were  appointed  to  the  cabinet  in  1993, 
and  Habibie's  influence  was  growing  (EIU 
1996).  Following  the  financial  crisis  and 
IMF  reforms,  funding  was  reduced  or 
stopped  and  restructuring  of  the  stra- 
tegic industries  initiated.  The  IMF  ordered 
an  end  to  the  subsidy  of  the  aircraft  manu- 
facturer IPTN  in  1998. 

In  addition  to  the  technocrats,  one 
might  add  a  fourth  group,  "the  cronies", 
influential  groups  and  individuals  in  the  po- 
litical and  military  elites  which  are  less 
concerned  with  economic  development 
than  with  the  appropriation  of  state  re- 
sources and  state  economic  power  but 
still  significantly  influence  economic  pol- 
icy. In  the  face  of  tendencies  towards 
"more  rational  economic  planning", 
Booth  (1995:  304)  finds  that  "[...]  in 
the  background  lurks  the  ever-present 
shadow  of  the  predatory  state  in  the  guise 
of  powerful  vested  interests  who  wish  to 
use  the  power  of  the  state  to  build  per- 
sonal empires  based  on  preferential  access 
to  government  contracts,  licenses  and 
back  credit". 

The  presence  of  these  groups  and  ide- 
ologies also  bears  on  industrial  develop 
ment.  In  various  ways,  the  policy  stance  of 
each  group  arguably  runs  counter  to 
development  of  local  capabilities  and  a 
broad-based  and  integrated  production 
system.  While  the  policies  recommended 
by  the  technocrats  have  proved  their  worth 


with  respect  to  macro-economic  policy 
they  are  not  likely  to  support  the  micro- 
level  development  of  indigenous  techno- 
logical capabilities  or  organisationally  ad- 
vanced production  systems.  The  main 
focus  tends  to  be  short-term  al  locative  ef- 
ficiency rather  than  long-term  development. 
The  technocrats  are  explicitly  concerned 
with  indigenous  technological  upgrading; 
but  the  state-dirigisme  and  the  extent 
of  separation  between  the  strategic  in- 
dustries and  the  bulk  of  private  industry 
seriously  pose  questions  about  their  sustain- 
ability  and  developmental  impact  (Gam- 
meltoft  2001).  At  the  same  time,  they  mono- 
polise much  of  the  technological  infra- 
structure and  budgets  at  the  expense  of 
private  industry.  It  is  also  difficult  tc 
find  successful  examples  of  technolog- 
ical leapfrogging  in  history,  and  the  liter- 
ature generally  discourages  such  attempts. 
At  a  first  glance,  the  ambitions  of  the  eco- 
nomic nationalists  are  more  likely  to  be 
conducive  to  the  development  of  in- 
digenous capabilities,  yet  the  strong  Pri- 
bumi  promotion  component  has  worked 
against  the  pursuit  of  economically  rational 
policies  and  excluded  a  large  and  im- 
portant section  of  private  business  from  pol- 
icy focus.  Furthermore,  performance  re- 
quirements have  been  lacking,  rent-seeking 
and  patrimonialism  abound,  implement- 
ation weak,  and  supervision  lacking  or  non- 
existent. If  we  identify  "cronyism"  as  a 
strategy,  it  is,  as  previously  discussed,  not 
concerned  with  long-term  growth  and  up- 
grading but  rather  with  short-term  gain 
and  acquisition  of  rents.  In  addition  to 
the  restrictions  that  each  of  these  ide- 
ologies place  on  the  development  of  local 
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capabilities  and  advanced  production 
systems,  at  a  higher  level,  the  struggle  for 
political  influence  and  economic  where- 
withal between  the  groups  is  likely  to 
have  caused  policy  and  institutions  to  be 
less  coherent  and  consistent  than  they 
might  otherwise  have  been  and  to  have 
led  to  inter-departmental  strifes.  This  is 
particularly  evident  in  the  telecommunic- 
ations industry. 


The  Ethnic  Issue 

During  the  episodic  outbursts  of  mass- 
ive material  and  human  destruction, 
which  in  the  New  Order  period  have  oc- 
curred every  decade  or  so,  the  import- 
ance of  ethnicity  is  plain  for  all  to  see.13 


During  my  fieldwork  in  1998,  the  ancient 
and  persistent  rift  between  the  two  main  ethnic 
groups,  the  Pribumi  arTd  the  Chinese  Indonesians, 
suddenly  showed  itself  more  forcefully  than  it 
had  in  decades:  on  my  way  from  a  not-so-pro- 
ductive interview  at  the  Ministry  of  Industry  and 
Trade  with  a  director  who  would  talk  of  nothing 
but  the  'severe  situation  in  Jakarta",  I  suddenly 
found  myself  in  the  centre  of  violent  demon- 
strations, riots,  and  lootings.  Living  in  the  suburbs, 
I  was  unaware  of  the  mayhem  about  which  the 
media  had  been  mysteriously  silent,  and  I  had 
dismissed  the  cab  driver's  assurances  that  my  des- 
tination was  no  longer  accessible  by  car  as  one 
of  the  frequent  attempts  to  beef  up  the  price  of 
the  fare.  But  hovering  helicopters  and  an  im- 
penetrable crowd  soon  proved  him  right,  and  as 
I  walked  the  last  stretch  to  my  destination  and 
saw  the  busy  mob  destroy  auto  showrooms  of 
Bimantara  and  Astra,  loot  supermarkets,  wreck  cars, 
and  burn  down  police  stations,  unaffected  by 
the  occasional  scattering  by  patrolling  tanks  and 
sprays  of  teargas,  I  understood  the  driver's  reluct- 
ance. At  the  end  of  the  day  when  I,  after  a  long 
and  eventful  travel,  arrived  back  at  my  lodgings, 
my  landlord,  full  of  sound  apprehension,  told  me 
that  also  the  mansion  of  Liem  Sioe  Liong,  located 
nearby,  had  been  attacked  and  plundereo. 


But  tragic  as  this  episode  was,  there  is 
another  and  perhaps  even  more  import- 
ant side  to  the  ethnic  issue,  viz.  its  per- 
vasive and  omnipresent  impact  on  the 
Indonesian  everyday  life,  be  it  it  in  busi- 
ness, in  the  political  arena  or  elsewhere. 
Following  independence,  it  was  generally 
agreed  among  the  political  elite  that  in 
the  absence  of  a  strong  local  bourgeoisie 
to  undertake  economic  growth,  the  state 
would  have  to  be  actively  involved  in 
the  economy  (Maclntyre  1994:  246). 
Even  though  they  constitute  less  than  5% 
of  the  population,  the  Chinese  Indonesians 
constitute  by  far  the  strongest  capitalist 
group,  but  as  is  the  case  in  other  parts  of 
Southeast  Asia  they  are  disliked  and  mis- 
trusted by  large  sections  of  the  indigenous 
community.  Among  the  reasons  are,  his- 
torically, that  they  were  perceived  as 
being  commercial  middlemen  for  the  Dutch 
during  the  colonial  period  and  today, 
owing  to  their  economic  success  and, 
simply,  their  ethnic,  religious,  and  cultural 
difference.  As  a  consequence,  their  access 
to  government  positions,  to  the  army, 
and  to  universities  has  historically  been 
restricted  and  they  have  kept  a  low  po- 
litical profile,  relying  instead  on  clientil- 
ist  relations  with  the  political  and  military 
elite.  The  domains  of  business  and  state 
have  to  a  large  extent  been  separated 
along  ethnic  lines.  Even  though  the  cle- 
avage remains,  it  has  become  less  pro- 
nounced in  recent  years  for  various  reasons: 
business  or  capitalism  more  generally  is 
no  longer  regarded  with  the  disdain  it 
formerly  was,  and  an  increasing  number 
of  Indonesian  business  people  and  MBA 
graduates  have  found  lucrative  careers  in 
the  private  sector  (Maclntyre  1994).  Se- 
condly, overlapping  shareholdings  and 
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directorships  between  private  Chinese 
Indonesian  and  politically  well-con- 
nected Pribumi  business  groups  are  blur- 
ring ethnic  and  socio-economic  bound- 
aries. Many  Pribumi,  the  Soeharto  family 
in  particular,  developed  their  businesses 
jointly  with  Chinese  partners.  For  the 
Chinese,  this  is  a  way  to  share  commercial 
risk  and,  perhaps  more  importantly,  it  has 
served  as  an  insurance  against  social  and 
political  risk.  For  the  Pribumi,  it  has  been 
a  way  to  tap  into  Chinese  expertise,  cap- 
ital and  information  networks.  The  Chi- 
nese have  been  able  to  utilize  their  net- 
works to  internalise  transactions  and  ob- 
tain information  about  prices,  material 
sources,  trading  partners,  investment  op- 
portunities, etc.,  as  a  substitute  for  weak 
markets.  Finally,  in  response  to  the  flight 
of  Chinese  capital  and  international  pres- 
sure following  the  riots  and  the  fin- 
ancial upheavals  at  the  close  of  the  1990s, 
government  had  declared  its  intention  to 
improve  conditions  for  Chinese  Indonesians. 

Robison  (1986)  asserts  that  70-75%  of 
domestic  private  capital  is  Chinese  owned 
and  that  the  Chinese  Indonesians  dom- 
inate medium-  and  large-scale  corporate 
capital,  and  the  Economist  estimates  that 
they  deliver  about  50%  of  GDP  {Eco- 
nomist 1996).  "The  Chinese  constitute  less 
than  5%  of  the  population  but  control  75% 
of  the  Indonesian  economy",  is  the  most 
powerful  and  oft-quoted  statistic.  How- 
ever, Aditjondro  (1998)  shows  that  this  is 
not  quite  true.  The  Chinese  control  much 
less  than  75%  of  the  Indonesian  economy, 
and  it  is  well  known  that  major  eco- 
nomic ventures  are  undertaken  not  by 
Chinese  Indonesian  on  their  own  but  by 
Chinese  Indonesian  business,  the  political 


elite,  the  government,  and  the  army  work- 
ing in  tandem. 

The  Chinese  Indonesian  dominance 
of  the  corporate  sector  does  remain  glar- 
ingly apparent,  however.  In  1993,  Chinese 
Indonesians  controlled  204  of  the  300 
top  companies,  comprising  80%  of  total 
assets  (Pangestu  &  Harianto  1999),  and 
among  the  ten  largest  conglomerates  in 
a  1995  ranking  by  Pusat  Data  Bisnis  In- 
donesia (PDBI),  nine  were  controlled  by 
Chinese  Indonesians.14  Here,  of  course, 
the  concept  of  "control"  is  subject  to  the 
constraints  just  mentioned.  Among  the  31 
private,  wholly  or  majority  Indonesian- 
owned  electronics  manufacturers  included 
in  the  survey  of  the  electronics  industry 
(Gammeltoft  2001),  22  (71  %)  had  a 
Chinese  Indonesian  entrepreneur. 

How  do  these  issues  bear  on  cap- 
ability development  in  the  electronics 
industry?  It  would  be  significant  if,  say, 
the  Chinese  groups  had  an  inclination  to 
engage  in  particular  activities.  Some  writers 
refer  to  the  "trading  mentality  of  trad- 
itional Chinese  businessmen",  and  any 
such  a  mentality  would  be  likely  to  be 
less  conducive  to  manufacturing  activ- 
ities. During  the  colonial  period,  Chinese 
business  activities  tended  to  be  mercantile 
in  nature  and  family-based  in  structure 
(World  Bank  1994),  but  it  is  highly  doubtful 
that  this  is  ethnically  grounded  rather  than 
the  result  of  a  particular,  possibly  ethnic- 


14The  ten  conglomerates  were,  in  ranking 
order:  Salim,  Astra,  Sinar  Mas,  Lippo,  Gudang 
Garam,  Bimantara,  Bob  Hasan,  Gadjah  Tunggal, 
Ongko,  and  Djarum. 
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ally  specific,  incentive  structure.  At  any 
rate,  such  a  mentality  would  be  very  much 
"traditional"  and  have  little  contempor- 
ary relevance,  as  the  many  examples  of 
Chinese  engaging  in  industrially  ad- 
vanced activities  and  taking  on  more  profes- 
sional forms  of  organisation  demonstrate. 
The  importance  is  to  be  found  elsewhere: 
even  though  the  collaboration  between 
large  private  business  groups  and  political 
and  governmental  elites  may,  at  least 
incidentally,  accomplish  some  of  the  same 
business-government  coordination  as  more 
formal  business-government  deliberat- 
ion councils  have  accomplished  in  some 
East  Asian  countries,  the  main  effect  of 
the  ethnic  cleavage  is  a  separation  of  act- 
ivities conducted  by  the  state  from  those 
of  the  private  business  groups.  The  state- 
owned  enterprises  and  their  well- 
funded  supporting  infrastructure,  other 
state-controlled  supporting  institutions,  and 
training  and  education  institutions  are  less 
likely  to  forge  linkages  with  the  broader 
private  business  sector,  and  large  Chinese 
conglomerates  are  less  likely  to  cooperate 
with  smaller  Pribumi-owned  companies. 
Accordingly,  the  potential  for  developing 
organisationally  advanced  production  sys- 
tems is  constrained. 

SUMMARY  AND  POLICY  RECOM- 
MENDATIONS 

The  purpose  of  this  paper  has  been  to 
demonstrate  the  various  manifestations 
of  segmentation  in  the  institutional  sys- 
tems constituting  the  Indonesian  elec- 
tronics industry.  This  agenda  is  different 
from  that  of  the  author's  Ph.D.  thesis  from 
which  the  material  is  extracted.  The  thesis 
explores  more  broadly  development  of 


technological  capabilities  among  elec- 
tronics manufacturers  and  how  it  relates 
to  features  of  the  broader  institutional  sys- 
tem in  which  these  capabilities  are  devel- 
oped. Focusing  here  predominantly  on 
occurrences  of  segmentation  rather  than  its 
absence  means  that  the  case  may  ap- 
pear somewhat  overstated  as  compared 
with  if  the  purpose  was  to  characterise 
the  production  system  in  a  more  neutral 
manner  without  wanting  to  demonstrate 
any  particular  feature. 

Nevertheless,  we  saw  that  both  the  in- 
dustrial system  and  the  innovation  system 
could  be  characterised  as  "segmented"  in 
various  ways.  A  larger  number  of  qualit- 
atively different  company  types  exist 
than  is  normally  recognized.  It  is  reason- 
able to  suggest  that  this  larger  number  of 
company  types  should  be  recognized  both 
in  policy  and  research.  Three  major  types 
are  proposed  here:  (1)  intrinsic  companies, 
having  Indonesia  as  their  "home  base";  (2) 
extrinsic  companies  not  having  Indonesia 
as  their  home  base;  and,  (3)  state-oriented 
companies,  which  were  either  SOEs  or 
private  companies  driven  by  public  procure- 
ment. These  three  major  types  were,  in 
turn,  subdivided  into  a  total  of  eight  minor 
types. 

The  typology  confirmed  that  the  indus- 
try is  numerically  dominated  by  extrinsic 
companies.  Since  extrinsic  companies  op- 
erate with  a  higher  productivity  and  higher 
capacity  utilisation,  the  distribution  in  terms 
of  output  is  likely  to  be  even  more  skewed. 
The  company  typology  also  confirms  that 
supplier  industries  are  very  weakly  devel- 
oped. Suppliers  of  non-electronics  inputs 
were  not  included  in  my  survey,  but  with 
respect  to  suppliers  of  electronics  inputs 
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such  as  subassemblies  and  components,  in- 
trinsic supplier  industries  are  even  more 
underdeveloped  than  extrinsic.  Further- 
more, most  of  the  intrinsic  companies 
are  small  manufacturers  of  low-end  con- 
sumer electronics,  here  dubbed  "niche" 
manufacturers;  fewer  companies  are  large, 
modern  enterprises. 

Six  different  "ideal-typical"  ways  of 
developing  capabilities  have  been  ident- 
ified in  the  earlier  section:  (1)  the  "enclave 
firm";  (2)  the  "implanted  firm";  (3)  the 
"technology-importing  firm";  (4)  the  "select- 
ively-linked firm";  (5)  the  "delinked  firm"; 
and,  (6)  the  "polylinked  firm".  The  most 
interesting  company  types  in  terms  of  cap- 
ability development  were  the  implanted, 
the  selectively-linked,  and  the  poly-linked 
firms.  The  latter,  predominantly  telecom- 
munications manufacturers,  constitute  a  pro- 


duction system  relatively  separate  from  that 
of  the  rest  of  the  industry.  The  remaining 
company  types,  i.e.,  the  implanted  and 
the  selectively  linked  firms,  comprise  only 
a  small  share  of  the  companies,  with 
negative  implications  for  local  cap- 
ability formation.  The  most  common  type 
is  the  enclave  firm  which,  as  the  name  im- 
plies, is  more  enclave  in  nature  than 
other  company  types  and  therefore  has 
little  impact  on  the  upgrading  of  the 
local  production  system.  Finally,  It  was 
suggested  that  segmentation  was  related 
to  deeper-lying  properties  of  the  Indo- 
nesian political  economy,  viz.  the  presence 
and  interplay  of  different  statal  factions 
and  the  issue  of  ethnicity. 

The  following  are  policy  recommend- 
ations based  on  the  findings  reported 
here  (Gammeltoft  2001). 


Table  6 


POLICY  RECOMMENDATIONS  BY  POLICY  AREA 


Policy  area 


Recommendation 


General  policies  (incentives) 


Technology  policies 


Labour  and  skills 


•  Strengthen  business  associations  and  better  incorporation 
into  policy  formulation. 

•  It  appears  implicit  in  mainstream  thinking  that  domestic 
industries  which  are  inefficient  and  incapable  in  the 
"duality'  line  of  thought,  are  better  abandoned  in  policy. 
Given  foreign  companies'  weak  linkages  into  the  dom- 
estic production  system,  a  more  appropriate  policy  would 
be  to  aim  for  a  better  integration  across  the  various  in- 
dustrial segments,  with  their  individual  rationales  and  just- 
ifications, rather  than  leaving  them  out  of  policy  focus. 

•  Some  local  manufacturers  reported  that  they  were  dis- 
advantaged by  the  luxury  tax  and  the  fact  that  it  relied 
on  self-reporting  means  that  it  affected  companies  un- 
equally. 

•  Indonesia  does  not  have  a  strategy  for  upgrading  of  the 
local  electronics  industry.  If  one  were  to  be  developed 
it  would  be  recommendable  that  it  should  explicitly 
address  the  incoherences  found  in  the  current  system. 

•  Strengthen  technical  training  in  universities. 

•  Establish  apprenticeship  programs  for  electronics  technicians. 
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Information  and  technical  support 


Economic  agents 


Industrial  organisation 


•  Engage  private  industry,  including  foreign,  in  manage- 
ment of  training  institutions  to  improve  quality  and  relev- 
ance of  curriculum  etc. 

•  Support  R&D  and  training  in  companies. 

•  Improve  quality  of  BPS  and  BKPM  databases. 

•  MOIT  initiatives  to  spread  the  adoption  of  ISO  appear  to 
have  been  quite  successful  but  much  larger  spread 
could  be  aimed  for. 

•  Training  of  more  people  in  quality  control  systems.  At 
the  moment,  companies  report  recruitment  problems. 

•  Improve  the  MSTQ  (metrology,  standards,  testing,  quality 
assurance)  infrastructure. 

•  Consider  a  demand-driven  applied  R&D  institution,  and 
a  testing  and  certification  facility. 

•  Promote  joint  public/private/academic  R&D. 

•  Beef  up  industrial  extension.  Transfer  resources  from  the 
'strategic  industry'-complex  to  MOIT  extension. 

•  The  'strategic  industries"  and  the  institutions  associated 
with  them  could  do  much  more  to  connect  with  (a) 
private  industry  and  (b)  other  institutions,  e.g.  universities 
and  other  academic  institutes  and  institutions  engaged 
in  industrial  extension. 

•  Given  that  there  do  not  seem  to  be  any  major  ex- 
ternalities flowing  from  the  activities  of  the  two  SOEs  in 
electronics,  PT  INTI  and  PT  LEN,  defence  functions  aside, 
it  is  an  open  question  whether  the  preferential  access  to 
government  contracts,  on  which  they  depend,  is  ap- 
propriate. A  greater  extent  of  domestic  competition  or  im- 
position of  performance  requirements  would  most  likely 
strengthen  capability  formation. 

•  Address  the  segmentation  found.  There  seems  to  be  a 
distinct  need  for  interventions  at  firm  and  institutional 
levels  to  overcome  barriers. 

•  Strengthen  SME  support,  and  not  only  in  telecommuni- 
cations. 

•  Authoritative  efforts  to  establish  a  component  cluster  near 
Bandung,  as  suggested  by  McKinsey,  would  appear 
favourable  on  the  basis  of  the  findings  in  (Gammeltoft 
2001):  the  component  industry  should  be  strengthened 
and  development  of  a  coherent  local  innovation  system 
seems  to  have  progressed  much  further  in  Bandung  than 
in  any  other  location. 

•  Development  of  a  much  larger  stratum  of  domestically 
linked  supplier  industries. 

•  Support  mediation  between  suppliers  and  buyers,  e.g. 
performed  by  the  business  associations. 

•  Better  integration  between  the  telecommunications  and 
the  consumer  electronics  segment.  Initiatives  to  strengthen 
local  private  telecommunications  manufacturers  and 
integrate  the  private  telecommunications  manufacturers 
with  other  segments  appear  much  called  for,  particularly 
in  the  face  of  the  increasing  liberalisation  of  both  trade 
and  investment  and  the  domestic  market. 

•  Consolidation  of  the  state-driven  telecommunications 
producers,  e.g.  in  the  form  of  a  consortium  bringing  to- 
gether a  larger  number  of  smaller  producers,  as  suggested 
by  the  Agency  for  the  Management  of  the  Strategic  In- 
dustries (BPIS). 
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Appendix  2 


CHARACTERISTICS  OF  COMPANIES  IN  THE  DEVELOPMENT  MODES 


Enclave 

ImnlantpH 

1 1  1  1 VJ  1  U  1  1 ICU 

T  p  r*  h  n   I  r\ o  \ /- 

importing 

JclcLU  Vcly 

linkpH 

■  III  r\  \  \_i 

Delinked 

rolylinked 

TP*     d.  1 

Total 

Number  of  companies 

26 

8 

5 

6 

10 

10 

65 

40% 

12% 

8% 

9% 

15% 

15% 

100% 

Average  share  domestic 

capital 

15% 

28% 

56% 

99% 

99% 

100% 

54% 

Per  cent  of  most  important 

product  exported 

78% 

74% 

61% 

2% 

0% 

1% 

47% 

One  of  three  most  important 

products  own  design 

12% 

13% 

83% 

60% 

80% 

35% 

One  of  three  most  important 

products  licensed/belongs 

to  foreign  partner 

31% 

75% 

100% 

17% 

30% 

Member  of  business 

association 

31% 

50% 

80% 

67% 

10% 

32% 

Average  age 

5 

10 

24 

15 

15 

13 

11 

Average  size 

1029 

1289 

1374 

932 

148 

137 

813 

Recruit  directly  from  training/ 

educational  institutions 

58% 

88% 

80% 

100% 

38% 

78% 

68% 

Used  domestic  consultants 

in  first  half  of  1997 

13% 

25% 

20% 

11% 

Expats  to  engineers 

73% 

72% 

19% 

20% 

48% 

5% 

49% 

Average  number  of 

subcontractors 

5 

41 

123 

69 

3 

6 

24 

Indonesian  subcontractors 

to  total 

35% 

72% 

85% 

81% 

68% 

65% 

61% 

Share  of  local  materials  in 

most  important  product 

16% 

37% 

43% 

61% 

33% 

57% 

33% 

Source:  Author's  1 998  industry  survey. 
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relations,  particularly  in  the  bilateral  relationships  between  Indonesia  and  Australia. 
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